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PREFACE. 


The  diagrams  and  paper  submitted  to  the  Statistical 
Society  on  the  18th  December,  1877,  together  with  the 
discussion  thereon,  as  published  in  the  oi  the  Society 

of  March,  1878,  are  here  reproduced. 

Besides  furnishing  the  accounts  of  the  central  or  note- 
issuing banks  of  the  various  States  in  the  form  ot  diagrams, 
which  enable  the  incpu'rerto  estimate  at  a glance  the  relative 
positions  of  tlie  banks,  both  as  regards  their  importance 
as  bankers  and  as  issuers  of  notes,  the  principal  object  is 
that  of  showing  the  anomaly  under  Avhich  the  Bank  of 
England  note  issue  is  being  conducted.  The  eftects  ot  this 
anomaly  upon  the  affairs  of  the  Baidc  of  England  itself  and 
upon  the  English  money  market,  can  all  be  traced  to  the 
same  subtle  source  of  error  which  underlies  the  practice 
under  Sir  Robert  Peel’s  Act.  The  Act  itself  is  not  at  fault,  it 
contains  the  very  principle  Avhich  has  liitherto  been  over- 
looked, in  distinct  and  clear  terms,  the  application  of  Avhich 
Avould  render  the  operation  of  the  Act  perfect.  It  cannot,  ot 
coiu’se,  be  expected  that  so  subtle  a subject  as  that  involved 
in  this  case  should  at  once  strike  the  intelligence  of  each 
reader,  and  although  it  is  founded  on  rules  of  common  sense, 
the  author’s  appeal  on  behalf  of  this  principle  is  addressed 
chiefly  to  those  who  can  bring  to  their  aid  the  finer  logical 
reasoning  AAntli  which  problems  of  this  kind  should  be 
treated.  To  many  of  his  friends  abroad,  to  whom  the 
author  sends  copies  of  this  paper,  the  reasoning  will  no 
doubt  appeal,  as  they  can  judge  of  the  matter  AAnthout  bias. 
Many  of  them  are  aAvare  of  the  influence  of  the  Bank  of 
England  system  on  the  money  markets  of  the  world,  and  of 
the  conflicts  Avhich  it  engenders  by  its  too  frequent  and 
extreme  changes  in  the  rates  of  discount.  The  modification 
of  these  changes  AAmuld  be  a great  boon  to  England,  and 
Avould  render  its  connection  Avith  foreign  money  markets 
more  secure.  The  question  is:  Is  monetary  science  suffi- 
ciently advanced  for  the  recognition  of  the  plain  practical,  as 
Avell  as  the  simple  logical  case  here  brought  under  considera- 
tion ^ 
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Diagrams  Exhibiting  the  Positions  of  the  Bank  of  England,  the 
Hank  of  France,  the  German  Reichsbank,  the  J^ational  Bank 
c f Austria,  the  Netherlands  Bank,  the  National  Bank  of 
]!elgium,  the  National  Bank  of  Italy,  and  the  St’Ate  Bank 
cf  Russia;  loith  Remarks  thereon  and  References  to  the  Note 
Issue  System  of  the  Bank  of  England.  By  Ernest  Seyd,  Esq., 
I'.S.S. 

J^Read  before  the  Statistical  Society,  18th  December,  1877.] 
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The  first  set  of  diagrams  which  I have  the  honour  of  submitting 
to  y )u,  illustrates  the  accounts  of  the  Bank  of  England,  the  Bank 
of  I ranee,  the  German  Reichsbank,  the  National  Bank  of  Austria, 
the  S^etherlands  Bank,  the  National  Bank  of  Belgium,  the  National 
Ban  s of  Italy,  and  the  State  Bank  of  Russia  for  one  year.  ^ 

'?he  diagrams  are  constructed  upon  the  following  plan : — 

^?he  faint  upright  lines,  of  about  one-eighth  of  an  inch  apart, 
repiesent  weeks,  and  the  accounts  are  strung  on  each  line.  The 
horizontal  fine  lines  represent  one-fifth  of  a million  sterling,  each 
mill  on  being  thi^e-quarters  of  an  inch  apart,  and  every  5 millions 
beiror  furnished  with  a number  aiid  a thicker  line.* 

~ • * V- 

; have  adopted  the  principle  of  separating  the  banking  business 
of  eich  institution  from  its  issue  of  notes,  and  the  strong  black  and 
red  line  of  demarcation  drawn  across  the  accounts  has,  below  it, 
the  issue ; above  it,  the  banking ; the  former  running  in  millions 
dow  awards,  the  other  in  millions  upwards.  Whether,  as  in  the  ^ 

case  of  the  Banks  of  England  and  Russia,  the  banking  and  issue  i 

depjrtments  are  separated  by  law,  or  whether  they  form  one  : 

acce  unt,  the  method  adopted  is  alike  suitable  for  either. 

^?he  diagrams  compelled  me  to  make  a slight  change  in  the 
cons  tellation  of  the  accounts  of  the  Bank  of  England,  The  weekly  | 

stat'  iment  issued  shows — 

* The  diagrams  exhibited  before  the  meeting  were  on  a large  scale;  those 
attached  to  this  Journal  are  so  much  reduced  in  size  that  it  was  found  imprac- 
ticab  e to  reproduce  the  faint  weekly  lines,  and  the  horizontal  lines  for  millions  / 

follo’  r the  reduction. 
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LIABILITIES. 

Issue  Depaetment. 


ASSETS. 


Notes  issued 


Government  securities  .... 

Other  securities  

Gold  bullion  

Silver  „ 


£ 


Capital  

JLest 

Public  deposits 
Other  „ 
Seven  days'  bills 


BA^"KINa  Depaetment. 

£ I 


Government  securities  .... 
Other  securities  


Notes  in  reserve  

Gold  and  silver  coin 


£ 


As  this  official  form  does  not  show  the  amount  of  notes  in 
circulation  in  a direct  manner,  and  as  the  repetition  of  a sum  as 
liability  on  one,  and  at  the  same  time  as  asset  on  the  other  side, 
is  obviously  unsuitable  to  a diagram,  and  as  other  items  were 
required,  I have  adopted  the  following  order. 

Reading  the  diagram  of  the  Bank  of  England  from  the  bottom 
of  the  issue  upwards  under — 

Liabilities, 

The  Issue  Department, 

Total  Issue, 

extends  from  the  lower  black  and  red  line  to  above  the  line  of 
demarcation,  the  upper  red  and  black  line  corresponding  with  the 
reserve  of  notes  on  the  asset  side  of  the  hanking  department.  The 
actual  amount  of  notes  in  circulation  is  coloured  in  grey,  the  lower 
line  showing  its  variations. 

The  Banking  Department  reads — 

From  the  demarcation  line  npwai’ds. 

Capital  1 , T 

Best  ( green. 

Seven  days’  hills,  coloured  ju'jtZ;. 

Banhers’  balances  (coloured  darh  red)  as  portions  of 

Other  deposits,  coloured 

Public  deposits,  coloured  pt/iA'. 

Exchegiier  balances,  coloured  darh  red. 

The  items  of  bankers’  balances  and  exchequer  bills  ai'e  not 
given  in  the  weekly  accounts  of  the  bank,  but  are  taken  from 
parliamentary  returns.  The  diagram  reads  under — 


Of/ 


8 


I 

t 


I 

K 

I 


I 


r 


y 


Sktd — Blarirams  Exhiliting  the  Fositions  of  the  Bmh 


Assets, 

Issue  Department, 
j hilh'on,  coloured  yeJlotv, 

( rovermnent  and  other  securities, 

the  latter  being  coloured  hliie  v,p  to  the  line  of  demarcation,  thus 
sho\  ing  at  a glance  to  what  extent  the  circulation  is  covered  by 
bullion,  whilst  that  portion  which  lies  above  is  left  in  white,  as 
repr  jsentlng  also — 

] n the  Banking  Department, 

[ die  reserve  of  notes. 

j Jthough  this  is  left  in  white,  it  must  be  borne  in  mind,  that  m 
real]  ty  it  is  covered  by  interest-bearing  securities  in  the  issue,  but 
for  ;he  purposes  of  the  banhing  department  it  is  a non-interest 
bear  ng  asset.  Then  follow — 

I hid  and  silver  coin,  coloured  yelloiv. 

{hvernnient  securities  coloured  blue,  and 
Other  securities,  also  coloured  blue. 

''  Vith  the  exception  of 

temporary  advances,  coloured  blue  with  a violet  margin,  and 
i Mils  discounted,  coloured  violet,  and  I may  at  once  say  that  it  is 
this  latter  item  which  is  chiefly  worthy  of  attention. 

[ ,^he  same  reading  upwards,  and  the  same  colour’s,  apply  to  all 
the  breign  banks,  with  such  slight  variations  as  may  be  pointed 
out.  The  note  circulation  as  grey,  the  capital  and  reserve  as  green, 
the  deposits  and  other  liabilities  as  red  and  pink  on  the  one  side, 
the  reserves  white  (or  with  a red  margin),  the  bullion  as  yellow, 
Govarnment  and  other  fixed  or  purchased  securities  as  blue, 
advunces,  as  with  a violet  margin,  and  bills  discounted  as  violet, 
on  t be  other  side,  will  enable  you  at  a glance  to  estimate  the  rela- 
tive positions  of  the  various  banks.  The  diagrams  being  hung  so 
as  t ) bring  the  separation  line  on  a level,  you  can  at  once  appre- 
ciati  the  relative  extent  of  what  belongs  to  the  so-called  banking 
fron . the  issue. 

All  the  accounts  are  of  the  year  1876,  excepting  that  of  the 
Netherlands  Bank,  which  runs  from  the  first  quarter  1876  to  1877, 
and  the  Bank  of  England,  the  account  of  which  represents  the 
yeai  1875.  1 was  compelled  to  choose  that  year  of  the  Bank  of 

Eng  land  for  the  following  reason. 

'I  ''he  bills  discounted  and  the  temporary  advances  are  not  given 
in  tl  e weekly  balances,  but  in  separate  returns  made  to  Parliament. 
The  Royal  Commission  inquiry,  after  the  crisis  of  1857,  obtained 
fron  the  Bank  of  England  extra  returns,  including  bills  and  advances 
fron  the  year  1844  to  1857.  Subsequently  the  late  Mr.  J.  B.  Smith, 
men  ber  for  Stockport,  moved  for  and  obtained  a continuation  of 
the  same  from  1857  to  1872,  since  when  Mr.  J.  Backhouse,  member 


t - 


of  England  and  Various  other  National  Banhs. 
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for  Darlington,  has  regularly  moved  for  their  production  every 
year,  and  those  for  1873,  1874,  and  1875  have  been  given.  During 


last  session  he  moved  for  those  of  1876,  and  certain  items  have  been 
published,  excepting  bills  and  advances.  The  Bank  of  England 
was  understood  to  object  to  publish  these  items  again,  and  they  had 
not  been  asked  for. 

The  policy  of  the  Bank  of  England  in  not  giving  information, 
is  in  strange  contrast  with  all  other  great  banks.  Every  one  of  these 
furnishes  voluntarily  a yearly  report,  in  shape  of  a more  or  less 
extensive  volume,  in  which  the  proceedings  and  accounts  are  set 
forth  with  great  detail.  These  reports  are  most  valuable  and  most 

instructive  to  the  economical  sense  of  the  communitv. 

*/ 

In  extenuation  of  these  proceedings,  the  Bank  of  England  pleads 
that  it  is  not,  like  the  other  foreign  banks,  a State  bank,  but  a 
mere  private  institution.  The  plea  is  wrong  in  theory,  and  still 
more  wrong  in  practice.  With  the  exception  of  the  Bank  of 
Russia,  which  is  avowedly  a State  bank,  all  the  other  banks  are 
entirely  independent  of  the  State,  and  have  their  independent 
shareholders.  It  is  true  that  foreign  Governments  have  a voice  in 
the  appointment  of  the  governors  and  directors  of  their  banks,  but 
this  does  not  in  any  way  interfere  with  the  public  and  private  busi- 
ness of  these  institutions. 

In  truth,  there  is  no  bank  which  has  more  practical  connection 
with  the  Government  than  the  Bank  of  England  itself.  Not  only 
does  it  manage  the  national  debt,  keep  the  Government  accounts, 
and  among  public  deposits  are  matters  under  the  State’s  guardian, 
ship,  but  its  bank  note  issue  has  the  privilege  of  legal  tender 
expressly  enforced,  upon  the  public  by  the  State.  The  Bank  of 
France  only  acquired  this  right  in  1871,  the  German  Reichsbank 
and  other  banks  entirely  lack  this  most  important  faculty,  which 
alone  is  more  than  sufficient  to  give  to  the  Bank  of  England  the 
character  of  a State  bank  above  all  others,  if  a discussion  on  the 
exact  meaning  of  that  term  should  arise. 

The  publication  of  the  accounts  of  the  Bank  of  England  would 
be  a great  boon  to  the  community  and  an  advantage  to  share- 
holders. That  it  ought  to  be  a matter  of  pride  to  both  the  bank 
and  the  public,  may  be  admitted.  The  ei’rors  and  misconception 
to  which  the  present  secrecy  leads,  can  be  shown  in  one  notable 
example. 

Those  who  look  at  the  bank’s  weekly  accounts  find  in  the  assets 


of  the  issue — • 

£ 

GoTernment  debt  1 1 ,o  i i oo 

Other  securities  3,984,900 
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T lien  they  find  in  the  hanking  department — 

£ £ 

G overnment  securities,  say  14,000,0001015,000,000 

a ul,  again.  Other  securities,  say  zz,oco,oco 

besid  3S  notes  and  coin  in  reserve. 

I he  bank  thus  holding  from  29  to  30  millions  of  Government 
seem  ities,  the  natural  inference  is,  that  as  it  is  the  leading  discount 
instil  ution  in  the  world,  the  22  millions  Other  securities  at  least 
must  be  bills  discounted.  This  is  an  error.  Besides  the  property 
in  p:  emises  and  other  matters  of  this  kind,  the  greater  portion  of 
the  Other  securities  consists  of  investments  made  by  the  bank  in 
interest-bearing  securities,  such  as  railway  debentures,  colonial 
seem  ities  and  others.  What  the  precise  nature  of  these  securities 
is,  hi  s never  been  published,  they  might  include  mortgages  or  other 
unsa  cable  matters,  but  it  is  surmised  that  they  iire  mostly  bonds 
as  mentioned,  purchased  by  the  bank.  But  for  the  Parliamentary 
retu:  ns  the  public  would  never  have  known  that  the  other  securities 
are  1 ot  bills. 

i.t  various  times,  the  bills  discounted  have  amounted  to  between 
2 or  3 millions,  and  the  advances  to  between  ludf  and  i million. 
At  oiher  times  they  are  higher,  and  in  case  of  bullion  withdrawals 
reach  a sum  equivalent  to  these,  but  the  total  average  of  bills  thus 
held  by  the  bank  since  1844,  scarcely  reaches  6 millions.  In  the 
year  1875,  the  Other  securities  amounted  at  one  time  to  20  millions, 
of  \liich  only  2 millions  were  hills,  and  2 millions  temporary 
advQ  uces.  In  the  diagrams  before  you,  the  bills  discounted  by  the 
Ban  c of  England  accordingly  form  but  a loose  I'ringe  at  the  top, 
whe  *eas  in  all  the  other  banks  they  form  the  most  important  item. 

] leferring  now  to  the  diagrams,  I ask  permission  to  postpone 
the  comparison  between  the  Banks  of  England  aiid  France  until  I 
com  3 to  the  second  more  extensive  set  of  diagrams,  in  which  the 
acce  unts  for  several  years  are  given. 

I leantime  I proceed  with  the  Iteichsbank  of  Germany.  The  year 
repi  3seuted  is  the  first  of  its  existence  under  the  new  law,  and  the 
dep(  sit  business  has  made  a very  fair  beginning.  The  upper  red 
port  ion  are  deposits  at  interest ; the  bulk,  in  pink,  are  balances  of 
cun  ent  accounts  ■without  interest.  Almost  all  the  States  in 
Ger  iiany,  Bavaria,  Wiirtemberg,  Saxony,  &c.,  have  their  chief 
bancs,  and  there  are  other  joint-stock  banks  and  bankers  which 
com  3 into  competition  with  the  Reichsbank.  In  course  of  time  the 
lattisr  -will,  no  doubt,  much  increase  its  business.  As  you  see,  the 
not(  issue  and  bullion  (all  in  gold)  are  already  larger  than  those  of 
the  Bank  of  England.  On  the  asset  side  of  the  banking  business 
you  will  perceive  that  the  greater  portion  of  the  assets  consists  of 


of  England  and  Various  other  National  Banks.  11 

bills  discounted.  A small  part  only  are  advances.  The  Reichsbank 
holds  no,  or  only  very  few.  Government  securities  or  other  stocks 
whatever,  neither  in  its  banking  nor  in  its  issue  business.  Now,  , 
this  is  not  due  to  the  fact  that  there  are  not  sufficient  Government 
and  Other  securities  in  the  German  market ; although  our  English 
national  debt  is  larger,  yet  there  are  plenty  of  imperial  and  other 
State  debts  in  Germany  besides  securities  similar  to  those  held  by 
the  Bank  of  England.  But  the  management  of  the  Reichsbank  (as 
direct  proof  of  its  total  independence  of  Government  influence) 
says  to  itself  : — 

“ We  know  that  the  aggregate  securities  floating  in,  or  to  be  had 
“ in  the  market,  consist  of  Govemment  stocks,  railway  debentures, 

“ securities  to  advance  upon  and  mercantile  bills,  in  Avhich  all 
“ banks  must  share.  We  will  take  our  share  in  bills.  If  anybody 
“ wants  notes  from  us,  he  must  either  bring  gold  or  good  short 
“ mercantile  bills.” 

Nothing  can  be  more  plain  and  logical.  It  does  not  involve  a 
mere  matter  of  policy,  but  recognises  a distinct  right.  The  note 
circulation  is  wanted  less  for  the  purposes  of  credit  (for  the  large 
percentage  of  cover  by  bullion  precludes,  as  a rule,  this  suggestion), 
but  because  it  is  a necessity  on  the  ground  of  convenience,  as  well 
as  for  the  equalisation  of  the  currency ; and  in  all  countries  where 
specie  payments  pt*evail,  the  bank-note  circulation  forms  a regular 
element  and  a steady  percentage  of  the  total  currency.  And  by 
insisting  upon  its  right  of  choosing  bills  as  security,  the  Reichsbank 
compels  the  other  banks  to  take  in  more  Government  and  other 
securities  by  way  of  reserve.  The  bills  thus  acquired  are  the 
“ finest  ” endorsed,  or  short  bills,  and  by  the  organisation  of  its 
clearing  system  all  over  the  country,  bring  the  Reichsbank  into 
continuous  connection  with  the  cui’rency  generally.  Moreover,  the 
Reichsbank  obtains  these  bills  at  its  own  rates  of  interest,  although 
the  market  rates  are  frequently  | or  i per  cent,  below  the  bank 
rate,  as  they  are  here.  On  the  whole,  however,  the  market  remains 
in  accord,  the  bank  being,  by  its  action,  the  tranquillising  factor. 
During  1876  its  rates  were  respectively  5,  4,  3I,  and  4 per  cent,  for 
bills.  For  advances  on  public  securities  the  Reich.sbank  charges 
1 per  cent,  more,  so  as  to  discourage  the  habit  of  bori'owing  money 
upon  a contract  already  made. 

For  the  issue  of  notes  of  the  Reichsbank,  the  old  outward  limit 
of  a minimum  of  33^  per  cent,  of  bullion  has  been  maintained,  but 
the  bank  has  to  pay  a rate  of  interest  or  penalty  of  5 per  cent,  per 
annum  on  such  fiduciary  issue  above  the  sum  of  £12^  millions 
which  it  has  free.  This  penalty  betrays  the  rough  economical  pro- 
ceeding of  the  Government,  but  the  principle,  carried  out  in  a 
more  scientific  method,  is  worthy  of  attention.  For  all  practical 
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piirp<  ses,  liowev’er,  the  free  limit  of  million  (since  increased 

by  is  ;ues  resigned  by  other  banks,  to  about  £13!  million),  contains 
preci  .ely  the  same  principle  as  Sir  Robert  Peel’s  Act  with  the 
£15  millions  of  the  Bank  of  England,  viz.,  tlie  limitation  by 
amouat.  But  there  is  this  very  impoidant  difEerence,  the  Bank  of 
Engliind  at  once  makes  use  of  its  issue  right,  as  both  minimum  and 
maxi  nura  at  all  times,  and  holds  what  is  called  a reserve  of  notes, 
whilss  the  Reichsbank  only  issues  as  much  of  the  £12^  millions 
as  ac  ually  wanted,  keeping  the  rest  as  issue  in  reserve,  and  treating 
the  1 mit  as  maximum  only.  Hence  whilst  the  note  reserve  in  the 
Bank  of  England  is  a non-interest-bearing  asset  in  the  banking 
depai  tment,  as  the  diagrams  show,  the  issue  reserv  e of  the  Reichs- 
bank stands  apart  from  the  accounts,  as  indicated  by  the  margin  at 
the  end  of  the  circulation  line,  called  Free  Reserve. 

T le  Reichsbank  issues  weekly  statements,  and  also  an  ample  and 
elabo  ‘ate  yearly  report  on  its  doings,  expenses  and  profit.  It  also 
issues  a book  containing  some  thousands  of  names  of  its  customers 
who  l:eep  current  accounts  at  the  head  office  and  the  branches,  and 
thus  Miables  firms  to  “clear”  accounts  with  each  other  all  over  the 
count  ry  without  cost.  The  question  whether  this  freedom  of  publi- 
cation  is  an  advance  in  the  science  of  banking  might  be  decided 
by  on  I’selves,  who  like  to  be  at  the  head  of  advancement  generally. 
The  ree  fiduciary  issue  of  other  banks  in  Germany  amounts  to 
£5!  millions,  of  not  less  than  per  piece;  the  Government  issues 
£6  million  in  smaller  notes.  The  Reichsbank  must  take  these  notes 
in  payments. 

Tre  National  of  Austria  has  the  next  largest  capital  to  the 

Bank  of  England,  but  if  you  look  at  the  accounts  you  will  find  that 
the  di  iposits  are  but  very  small.  Their  place  is  taken  by  mortgage 
letter ; (coloured  dull  red),  which  the  public  take  almost  as  certifi- 
cates of  deposits  bearing  interest,  against  Avhich  the  bank  has 
grant  id  loans  ou  mortgage  of  land,  &c.  (coloured  brown).  In 
other  countries,  mortgages  by  banks  are  deemed  unsuitable,  for 
more  than  one  reason,  but  in  Austria,  where  borr()wing  on  every- 
thing is  the  rule,  the  system  is  still  maintained.  The  Bank  of 
Austria  probably  holds  the  comparatively  safest  of  this  class  of 
precai  ious  security.  The  question  of  abolishing  these  mortgage 
items  has  been  mooted  more  than  once. 

T1  e bills  discounted,  and  advances,  form  imporlant  parts  of  the 
assets  and  considering  the  state  of  the  valuation,  the  Government 
securi  ies  are  moderate,  the  circulation  of  notes  being  covered  to 
more  than  50  per  cent,  by  bullion  (gold  and  silver  in  about  equal 
propo  ‘tions),  and  about  £i  to  .£2  million  of  bills  ]rayable  in  metal 
(viz.,  bills  on  England).  The  Austrian  par  of  exchange  is  florins 
I0‘2  jer  it.,  at  which  rate  the  accounts  are  converted,  although  the 
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actual  exchange  has  run  between  florins  12  to  12^  per  it.  But  as 
the  bank  states  its  bullion  at  par,  which  adds  about  20  per  cent, 
more  to  the  metallic  cover  on  the  present  value  of  the  bank  notes, 
it  seemed  fair  and  suitable  to  convert  the  whole  accounts  at  the  par 
of  exchange.  This  makes  them  larger  by  20  per  cent,  than  they  are 
in  actual  sterling  exchange,  but  as  the  accounts  could  otherwise  not 
be  balanced,  and  as  the  bank  has  so  fair  a portion  of  bullion,  it 
seems  entitled  to  the  parity.  Indeed,  the  depreciation  of  the 
Austrian  exchange  is  not  due  to  the  issue  and  the  management  of 
the  National  Bank  of  Austria,  but  to  the  uncovered  and  uncertain 
note  issue  which  the  State  itself  makes  separately.  The  fiduciary 
limit  of  the  bank  until  now  is  200  millions  of  florins,  and  the 
margin  at  the  bottom  of  the  diagram  represents  its  reserve.  The 
rates  of  interest  in  18/6  were  5 and  4I  per  cent.  The  impending 
change  in  the  bank  in  relation  to  Hungary  is  about  to  take  place. 

The  Netherlands  Bank,  as  the  diagrams  show,  is  a moderate  and 
compact  institution,  holding  no  Government  and  other  securities, 
but  using  its  capital  and  deposits  in  bills  and  in  advances.  The 
careful  Dutchman  does  not  deposit  in  banks,  but  prefers  investing 
his  capital  in  international  stocks  of  all  kinds.  The  issue  of  the 
Netherlands  Bank  is  covered  with  bullion  to  about  90  per  cent., 
mostly  gold,  and  partly  silver.  The  law  provides  that  the  king 
shall  determine  the  limitation  of  the  issue,  and  in  accordance 
therewith,  it  has  been  determined  that  for  the  liabilities  in  de- 
posits, &c.,  and  note  issue  combined  (a  junction  between  the  two 
not  found  elsewhere),  there  shall  be  a minimum  cover  of  40  per 
cent,  of  bullion.  The  margin  of  reserve  at  the  bottom  of  the 
diagram  shows  the  issue  which  this  solid  institution  had  to  spare 
during  1876.  The  rates  of  discount  in  1876  were  3^^  and  3 per 
cent.  No  other  bank  in  Holland  has  the  right  of  issue. 

The  National  Bank  of  Belgium  resembles  the  Bank  of  Holland 
in  extent,  and  holds  mostly  bills  discounted,  and  very  few  Govern- 
ment and  other  securities.  But  as  regards  bullion  there  is  a great 
difference,  the  bank  holding  a smaller  proportion.  The  law  deter- 
mines that  the  issue  of  notes  shall  be  covered  by  a minimum  of 
33a  cent,  of  bullion,  but  the  finance  minister  has  power  to 
allow  a further  extension.  The  bank  goes  very  close  to  this  first 
liberal  limit,  and  exceeded  it  at  the  end  of  the  last,  as  well  as  during 
the  present  year.  M.  Malon,  the  present  finance  minister,  informs 
me  that  he  has  no  hesitation  to  allow  such  further  issue,  because 
among  the  bills  discounted  there  is  a considerable  amount  of  bills 
on  foreign  countries,  which  in  case  of  need  have  the  same  effect 
as  bullion.  This  is  true,  but  at  the  same  time  the  actual  amount  of 
such  bills  ought  to  be  continually  stated,  and  on  the  whole,  according 
to  our  notions  and  practices,  the  amount  of  bullion  seems  too  small 
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j case.  The  National  Bank  alone  has  the  x'ight  to  issue  notes, 
rates  of  interest  were  in  1876,  4I.  4.  3,  2,  3,  2^  per  cent.  The 
le  in  Belgium  have  great  facilities  ot  investing  small  sums  in 
>rts  of  small  bonds  of  sound  local  and  other  undertakings. 
he  National  Bank  of  Italy  has  a fairly  large  capital,  of  which  a 
1 portion  is  still  unpaid.  The  deposits  are  small,  but  it  must 
3rne  in  mind  that  it  is  a compai’atively  young  institution,  and 
the  former  old  banks  of  the  divided  States,  such  as  the 
onal  Bank  of  Tuscany,  the  Bank  of  Naples,  the  Roman  Bank, 
Bank  of  Sicily  (which  also  have  note  issues),  and  others,  ai’e 
jrful  institutions  in  their  way.  The  necessities  of  the  State 
! caused  a large  over  issue  of  paper,  and  tlie  bullion  held  is 
1,  hut  as  this  bullion  is  stated  at  par,  I have,  in  spite  of  the 
eciation  of  exchange,  converted  the  accounts  at  the  par  value, 

I Austria.  The  law  of  issue  of  hank  notes  in  Italy  has  lately 
altered  to  the  following  effect : The  State,  together  with  the 
onal  Bank  and  the  six  other  issuing  banks,  withdraw  their 
ial  notes,  and  “ consort  together  for  a total  issue  of  60  million 
unds  of  notes.  These  notes  are  Biglietti  consorziali.”  The 
onal  Bank  may  make  a total  issue  of  these  to  £40  millions 
ing,  the  others  divide  the  balance.  It  will  he  seen  that  the 
onal  Bank  has  so  far,  in  1876,  issued  from  £13  millions  sterling 
5 millions,  having  the  balance  to  spare  by  way  of  what  may  be 
;d  reserve  of  is.sue.  The  process  of  changing  these  notes  is  now 
g on ; meanwhile  a portion  of  the  State  notes  or  Biglietti  con- 
iali  appears  as  assets  in  the  issue  department  against  the  special 
s of  the  bank  to  be  withdrawn.  The  rates  of  discount  in  1876 
3 5 and  4 per  cent. 

The  State  Bank  of  Enssia  looks  large,  like  everything  in  Russia, 
lien  up  by  several  unaccustomed  items,  and  I have  been  sorely 
ded  how  to  treat  its  accounts.  These  are  published  from  time 
me,  sometimes  with  the  accounts  of  the  head  office  alone,  then 
i that  of  the  branches  added,  and  sometimes  the  latter  are 
ted  by  the  former  in  a curious  way.  But  what  is  most  extra- 
nary,  is  the  fact  that  the  Russian  Bank,  instead  of  taking  its 
ion  at  the  metallic  par  (like  the  other  over-issuing  banks  of 
tria  and  Italy),  seems  to  take  it  at  its  paper  value,  and  so 
eases  the  amount  apparently.  Having  no  means  of  verifying 
e rates,  I have  been  obliged  to  convert  the  wdiole  of  the 
units  at  the  London  rates  of  exchange  on  Russia,  so  that  the 
nt  appearing  represents  the  presumed  metallic  value  of  the 
(unts.  The  contraction  in  the  accounts  towai  ds  the  end  of  the 
• is  therefore  due  to  the  fall  of  the  exchange.  I must  state, 
ever,  that  this  is  not  reliable,  and  altogether  claim  exemption 
0 absolute  accuracy  of  these  accounts,  for  the  statements  are  so 
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complicated,  and  bear  so  much  the  appearance  of  what  we  call 
“ cooking,”  that  I had  no  other  means  of  arriving  at  a fair  repre- 
sentation of  the  case  than  by  doing  a little  cooking  myself  as 
regards  certain  odds  and  ends. 

The  capital  of  the  bank  is  the  smallest  of  all  great  hanks.  It 
bears  a superstructure  of  certain  other  liabilities  (coloured  pink)  ; 
bills  to  order  (dark  red).  At  the  top  the  State  balances  (dark 
red)  show  a rapid  decline  towards  the  autumn  of  the  year ; then 
follows  dowmw'ards  a strip  of  pink,  as  deposits  wdthout  interest ; 
another  dark  red,  as  deposits  with  interest.  Below  these,  and  above 
bills  to  order,  follow  about  £30  millions  (coloured  dull  red)  marked 
“ Accounts  Bearing  Interest,”  and  “ Special  Accounts.”  What 
these  are  I do  not  know,  and  have  been  unable  to  ascertain.  One, 
who  ought  to  know  Russian  finances  well,  told  me  he  believed  they 
were  fancy  wmrk,  but  I can  hardly  imagine  what  motive  there 
could  be  for  assuming  such  a liability  for  nothing.  They  may  be 
loans  by  other  banks  or  other  institutions  and  persons ; it  is  a pity 
that  they  are  not  more  openly  described.  Besides  the  bills  and 
advances  shown  in  the  diagram  as  assets,  the  whole  balance  consists 
of  advances  to  the  State,  and  State  securities  for  the  issue  wdth 
4 per  cent.  State  notes,  the  bullion  at  the  end  (even  if  it  has  an 
actual  existence)  being  but  about  20  per  cent,  on  the  circulation. 
The  rates  of  discount  in  1876  were  6|,  6,  9,  7,  and  8 per  cent. 

The  Bank  of  Russia  divides  its  accounts  into  issue  and  banking 
departments,  like  the  Bank  of  England,  but  states  no  express 
reserve,  as  the  issue  is  at  the  wdll  of  the  Government.  There  is  a 
third  department,  concerning  State  and  liquidation  accounts,  con- 
ducted for  account  of  the  State,  independently  of  the  former,  from 
which  a balance  due  to  the  bank  is  debited  to  the  State  in  the 
banking  department.  This  latter  set  of  accounts  is  not  included  in 
the  diagram,  but  the  balance  due  appears  as  advances  to  the  State. 

I now  come  to  the  accounts  of  the  Bank  of  England  and 
France  as  specially  represented  by  the  second  set  of  diagrams,  ghdng 
these  accounts  from  the  year  1868  to  1876.  In  these,  as  shown,  I 
give  the  assets  chiefly,  the  liabilities  of  capital  and  deposits  being- 
indicated  only  by  the  red  and  black  lines.  The  line  of  liability  of 
circulation  is  the  same  as  the  lower  line  of  bullion. 

In  glancing  at  these  diagrams,  it  is  needless  for  me  to  say  much  ; 
you  can  all  see  w^hat  power  the  Bank  of  France  has  displayed.  In 
1868  to  1870  the  principal  assets  were  bills  discounted.  The  bank 
makes  advances  on  securities,  but  generally  at  a higher  rate.  Of 
Government  securities,  the  bank  held  a sum  of  £61  millions, 
of  which  4 millions  were  an  advance  to  the  State  treasury,  for 
which,  however,  no  actual  need  existed  then  for  either  party.  The 
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ball  on  held  before  the  war  amounted  to  £52  to  55  millions  against 
the  Bauk  of  England’s  stock  of  £17  to  23  millioas.  Shortly  after 
the  outbreak  of  war  in  1870,  and  on  the  first  re'v  erses,  there  was  a 
witl  drawal  of  bullion  to  the  extent  of  £35  millions  within  a few  - |, 

dayi.,  the  bank  paying  out  without  any  hesitation.  Then  came  the 
intewal  of  the  sieges  Avhen  no  accounts  were  published,  until, 
whtn  in  1871  peace  was  restored,  the  accounts  opened  with  an 
imu.ense  cmculation  on  a bullion  basis  of  £27  millions.  The  large 
amc  unt  of  first  class  bills  then  taken  in,  shows  what  amounts 
oth(  r bankers  must  have  held.  After  the  war  and  sieges  the  loss  | 

on  liese  bills  amounted  to  about  quarter  per  cent.,  a proof  of 
theif  quality.  Specie  payments  had  been  suspended,  but  the  term 
doe;  not  apply  in  its  full  meaning ; all  that  was  done  was  that 
legt  1 tender  rights  were  given  to  the  notes,  which  hitherto  they 
had  not  had,  but  which  Bank  of  England  notes  always  enjoyed, 
the  practical  difference  being  that  the  issue  department  of  our 
bauv  is  compelled  to  pay  notes  in  gold,  or  suspend  payment,  and  y-  ^ 

by  I o doing  annul  the  legal  rights,  whilst  the  issue  of  the  Bank  of 
Fra  ice  was  not  compelled  to  do  so.  In  reality,  the  suspension  of 
spei  ie  payment  was  nominal,  and  when  for  a short  time  in  1873 
the  exchange  in  London  was  against  France,  plenty  of  gold  came  j 

ove  ■,  the  premium  lasting  only  a short  time.  For  all  the  rest  of 
the  time  there  has  been  no  opportunity  of  testing  the  suspension 
of  ! pecie  payments,  for  the  simple  and  most  effective  reason  that 
the  exchange  has  always  been  in  favour  of  France,  that  gold 
stre  amed  in  and  was  not  called  upon  for  export,  such  export  being 
the  only  real  cause  of  suspensions  of  cash  payments. 

Mark,  now,  how  the  Bank  of  France,  at  first  making  large 
ad\  ances  to  the  State  for  payment  to  Germany,  and  to  satisfy  the 
den  ands  for  replenishing  the  amount  of  currency  by  notes, 
gra  lually  and  steadily  diminishes  the  Government  securities  and 
acqhres  bullion;  until,  at  the  present  time,  it  has  reduced  the 
former  to  a comparatively  moderate  sum,  and  has  covered  its 
enli.rged  issue  with  90  per  cent,  of  bullion  (one-fourth  of  which, 
by-  he-way,  is  silver).  During  all  this  time,  notice  how  it  has 
assisted  bankers  and  the  community  at  large  with  discount  of 
bill  i ; and  if  you  desire  evidence  of  the  contract  and  deposit  power 
of  he  French,  note  how  in  1872,  when  the  large  loan  was  brought 
out  the  deposits  suddenly  increased  by  £34  millions,  apart  from  the 
ami  unts  paid  in  by  the  public  to  other  bankers. 

t say  to  you  emphatically,  that  this  astounding  result  ought  to 
teal  h us  a grand  lesson,  hlo  plea  concerning  our  peculiarities,  no 
preconception  as  to  the  validity  of  certain  economical  doctrines 
twii  ted  out  of  shape  by  practice,  hold  good  against  the  facts  here 
sho  vn  to  you.  That  in  the  event  of  war,  this  country  could  do  a 
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great  deal,  as  it  has  done  before  (but  it  would  be  a painful  struggle 
between  the  Bank  and  the  commonwealth),  I will  allow.  In 
France,  the  law  simply  fixed  a limit  of  £128  millions  to  the  total 
issue,  and  left  the  bank  to  carry  out  the  great  tacit  principles  of 
firstly : not  issuing  more,  either  to  the  imhlic  or  to  itself  (as  the  Bank 
of  England  does  from  the  issue  to  the  banking  department)  than 
ahsolutehj  required  for  circidation,  keeping  the  balance  of  issue  in 
reserve  (as  shown  in  the  diagrams)  ; and  secondly : of  reacquiring  as 
much  bidlion  as  qoossihle  hy  qioising  the  rates  of  discount,  so  as  to 
affect  prices  in  favour  of  export,  and  in  discouraging  imports.  The 
import  of  bullion  was  the  direct  consequence  of  this  action.  And 
this  result  has  been  achieved  by  rates  of  intere.st  of  5,6,  5,  6,  7,  6,  5, 
from  1871  to  1873,  whilst  in  1874  the  rate  fell  to  and  4 per  cent., 
last  year  to  3 per  cent.,  and  this  year,  for  the  fir.st  time  in  the  history 
of  the  bank,  to  2 per  cent.,  for  no  other  reason  than  that  the  bank 
has  really  acquired  too  much  bullion. 

I think  that  if  you  take  into  account  our  gTeater  wealth  and 
productive  power,  our  greater  solidity  in  social  matters,  you  may 
allow  me  to  start  the  broad  suggestion,  that  the  Bank  of  England 
ought  to  be  a more  powerful  and  effective  institution  than  the 
Bank  of  France.  I chafe  at  the  fact  that  it  is  not  so,  and  if  you 
now  look  at  the  diagrams  of  the  Bank  of  England  for  the  same 
period  you  will  see  the  case. 


The  Banlc  of  England  since  1844  has  made  scarcely  any  progress. 
In  1844,  the  total  exports  and  imports  of  this  country  amounted  to 
125  millions;  in  1873  they  were  682  millions,  or  fivefold  as  much. 
In  almost  every  branch  of  trade  here  and  abroad,  this  fivefold  pros- 
perity has  been  responded  to,  excepting  only  the  Bank  of  England, 
whose  business  is  but  little  larger  now  than  it  was  in  1847.  This 
singular  fact  cannot  be  explaiued  by  such  phrases  as,  the  bank  has 
become  the  bankers’  bank,  and  kindred  suggestions.  The  power  of 
its  18  millions  capital  and  rest  is  the  same  as  that  of  other  banking 
capital ; the  principles  of  the  issue  were  in  1844  the  same  as  now. 
It  is  said  the  competition  of  other  banks  and  bankers  has  brought 
about  the  result,  and  “ the  Bank  of  England  is  more  conservative.” 
Conservatism  must  always  be  honoured  ; but  here  we  find  that  our 
other  banks  and  bankers  have  gone  on  increasing  in  accord  with 
general  prosperity.  We  may  ask  then  whether  this  concurrence 
between  them  and  the  public  is  not  rather  the  true  conservative 
principle.  When,  however,  as  the  case  of  the  Bank  of  England 
shows,  this  conservatism  is  pleaded  as  an  excuse  for  non-develop- 
ment, another  term  must  be  substituted  for  it.  You  may  agree 
with  me  that  when  in  any  commonwealth  such  an  important  factor 
remains  behindhand  in  the  measure  the  Bank  of  England  has  done, 
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it  n ust  drag  general  progress,  in  spite  of  all  protestations  as  to  its 
otlx' a*  merits.  The  want  of  progress  does  not  concern  the  bank  s 
sha  *eholders  only,  but  is  a matter  of  the  highest  public  impor- 
tan-  *e. 

Sir  Robert  Peel,  as  his  speeches  show,  anticipated  a different 
stale  of  things,  a considerable  increase  in  the  bank’s  affairs,  as  the 
con  merce  of  the  country  increased,  I am  of  opinion  that  this 
wai  -t  of  development  in  the  affairs  of  the  Bank  of  England  cannot 
be  explained  away  by  mere  assertions,  that  it^  has  a distinctly 
true  cable  cause. 
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“ only  be  made  pro  ra/d,  as  the  occasion  demands,  and  should  be 
“ lessened  again  when  the  necessity  for  its  use  has  ceased.” 

My  first  appeal  in  confirmation  of  this  view'  must  be  addressed 
to  the  educated  logician.  In  any  combination  between  tw'o  factors, 
^ where  the  object  is  that  of  bringing  about  equal,  or  somew'hat  equal 

proportions,  it  is  evidently  wrong  to  use  one  of  the  factors  at  all 
times  at  its  maximum  or  so  to  express  it : as  minimum  and  maximum 
continually;  the  very  object  in  view  must  thereby  be  defeated, 
and  the  fluctuations  in  the  other  factor  intensified.  The  logician 
requires  no  more  in  order  to  see  my  case, 

I explain  this  more  familiarly  by  stating  that  Sir  Robert  Peel 


I must  now  tell  you  that  in  submitting  to  you  these  diagrams 
for  the  purpose  of  giving  information  on  the  relative  position  of  the 
gre  it  foreign  banks,  it  is  my  special  object  to  utilise  them  also,  in 
ord^rto  demonstrate  to  you  the  cause  which  places  the  Bank  of 
En  jland  into  the  abnormal  position  w'hich  it  seems  to  occupy. 

This  cause  arises  in  the  issue  dei)artment  of  the  hanlc.  We  all 
km  w that  Sir  Robert  Peel,  by  limiting  the  issue  of  notes  on 
sec  u'ities,  intended  to  modify  the  fluctuations  in  bullion  held  by  the 
bai  k,  W'hich  led  to  the  monetary  disturbances  before  1844.  Strange 
to  1 ay,  since  tlieii  these  fluctuations  have  been  much  more  violent. 

all  know  that  ever  since  1844  the  Bank  Act  has  been  under 
dis  jussion,  that  Royal  Commissions  have  set  upon  it,  that  the 
litt  rature  on  the  question  is  most  extensive,  and  that  no  result  has 
bet  n obtained.  The  conflicts  which  manifest  themselves  in  our 
money-market  and  the  frequent  and  violent  changes  in  the  rate  of 
dis  30unt  (those  of  the  last  nine  years  being  more  than  one  hundred), 
are  subject  to  all  sorts  of  explanations,  more  or  less  secondary  in 
their  nature.  The  impression  prevails  that  nothing  can  be  done 
wilh  the  Bank  Act,  that  the  Royal  Commission  inquiries  and 
gei  eral  discussion  have  exhausted  the  subject.  You  may  therefore 
be  prejudiced  against  me  if  I open  the  matter  again,  but  permit  me 
to  date  this;  The  point  I am  going  to  bring  before  you  has  never 
bet  n mentioned  before  in  any  of  the  Royal  Commission  inquiries,  has 
ne-'  er  been  alluded  to  in  the  vast  discussions  and  correspondence  on 
tilt  subject,  and  yet  it  forms  an  integral  part  of  the  Act  itself. 

The  Bank  Act  provides  that  the  Bank  of  England  shall  issue 
bank  notes  on  gold,  and  on  £15  millions  of  Government  securities. 
Tha  principle  of  such  limitation  by  a definite  amount  of  so  much 
fid  iciary  issue  is  acceptable,  and  we  may  take  it  as  agreed  upon. 

But  how  should  this  fiduciary  issue  be  made?  Should  the 
£15  millions  be  issued  at  once,  as  the  bank  does  now  ? I say  no  ! 
an'  1 allege  that  “ the  present  permanent  issue  of  these  notes  is  the 
“ £ole  cause  of  all  the  anomalies  from  which  the  bank  and  our 
“ I loney  market  are  suffering.  The  issue  of  these  notes  should 


established  the  limit  of  1 5 millions  of  such  issue,  in  order  to  secure 
the  greater  convertibility  of  the  note,  and  a larger  proportion  of 
gold.  In  this  the  Act  succeeded,  although  at  certain  times  the  so 
called  suspensions,  on  account  of  insufiicient  bullion,  took  place. 
But  this  was  not  his  only  object.  What  troubled  him  more  were 
the  violent  contractions  in  the  bullion,  and  the  high  rates  of 
interest,  and  he  dwelled  specially  on  his  anticipation  that  the 
fiduciary  limit  would  modify  them.  In  1847  he  confessed  that  this 
was  his  chief  object.  Why  has  it  failed  ? Common  sense  should 
tells  us  that  if  in  this  combined  bullion  and  fiduciary  issue  it  is  the 
bullion  which  is  subject  to  contraction  and  expansion,  it  is  surely  tcrong 
to  Iceep  the  issue  of  notes  on  Government  securities  at  iho  fixed  figure. 
On  the  contrary,  it  is  this  fiduciary  issue  which  ought  to  contract 
and  expand  (within  the  limits  assigned),  so  as  to  give  buUion  the 
better  chance  to  remain. 

Did  Sir  Robert  Peel  himself  say  that  this  issue  of  1 5 udllions  of 
notes  on  Government  securities  should  remain  permanent,  and  are 
the  directors  of  the  bank  bound  thereby?  One  of  the  most 
^ remarkable  cases  of  neglect  or  misunderstanding  of  written  law 

can  here  be  shown  to  you.  Clause  2 of  the  Act,  that  which 
determines  the  principle  and  practice  of  the  issue,  says  : — 

“ And  be  it  enacted,  that  upon  the  31st  of  August,  1844,  there  shall  he 
transferred,  appropriated,  and  set  apart  to  the  issue  department,  securities  to  the 
value  of  14  millions,  whereof  the  debt  due  by  the  public  to  the  bank  shall  be 
deemed  a part;  and  there  shall  also  be  transferred  to  the  issue  department  so 
much  of  the  gold  coin  and  gold  and  silver  Indhon  then  held  by  the  Bank  of 
England  as  shall  not  be  required  by  the  banking  department;  and  thereupon 
there  shall  be  delivered  out  of  the  issue  department  into  the  banking  department 
such  an  amount  of  Bank  of  England  notes,  as,  together  with  the  Bank  of 
England  notes  then  in  circulation,  shall  be  equal  to  the  aggregate  amount  of  the 
securities,  coin,  and  bullioti,  so  transferred  to  the  said  issue  department  of  the 
Bank  of  England;  and  the  whole  amount  of  Bank  of  England  notes  then  in 
* circulation,  including  those  delivered  to  the  banking  department  as  aforesaid, 

shall  be  deemed  to  be  issued  on  the  credit  of  such  securities,  and  coin  and  bullion 
so  approimiated  to  the  issue  department;  and  from  thenceforth  it  shall  not  be 
lauful  to  increase  the  amount  of  securities  for  the  time  being  in  the  issue 
department,  save  as  hereinafter  is  mentioned ; bid  it  shall  be  lauful  for  the  said 
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gove  'nor  and  company  to  diminish  the  amount  of  such  securities,  and  again  to 
inert  ase  the  same  to  any  sum  not  exceeding  on  the  whole  the  sum  0/14  millions, 
and  I ofroni  time  to  time  as  they  shall  see  occasion,”  &c. 


Jere  then  is  a distinct  and  clear  anthority  for  the  Bank  of 
En^  land  to  i*ednce  any  plethora  of  money,  hy  a diminution  of  the 
“ securities,”  and  the  diminution,  I contend,  means  the  re-transfer 
of  t hese  securities  from  the  issue  to  the  banking  department,  by 
sue  i portions  as  the  bank  may  choose,  or  even  by  the  whole  amount, 
if  e:  ipedient,  from  time  to  time. 

Why  has  it  not  been  acted  upon  ? 

riiat  the  provision  in  question  has  not  hitherto  attracted  the 
atte  ntion  of  the  public,  I have  already  mentioned.  There  are  feio 
peo'j  le  who  have  ever  read  this  Act.  And  I may  not  be  far  wrong 
whi  n I say  that  the  listeners  to  or  readers  of  this  treatise,  among 
wh(  m may  be  several  who  have  written  and  thought  of  the  Bank 
Act , have  never  done  so.  At  the  Bank  of  England  itself,  it 
app  cars  that  the  proviso  has  been  considered,  and  that  the  conclu- 
sioi  as  to  its  meaning  was  : that  Sir  Robert  Peel  contemplated 
this  diminution  to  come  into  operation  in  the  event  of  a total  reduc- 
tioi  of  the  circulation  to  the  figure  of  15  millions  or  thereabouts. 
In  ihr  Robert  Peel’s  speeches  there  is  no  evidence  whatever  to  this 
effeh,  but  plenty  to  the  contrary;  he  stated  distinctly,  when  chal- 
leuj  ;ed  on  the  point  of  future  circulation,  that  he  anticipated  a large 
inc]  ease  in  it.  A decrease  of  circulation  would  also  be  a gradual 
efie  )t,  to  which  the  phraseology  is  quite  unsuited,  for  this,  in  the 
WO]  ds  “diminish,”  “ again  to  increase,”  from  “time  to  time,”  is 
distinctly  applicable  not  only  to  the  frequent  recurrence  of  the 


eve  it,  but  also  to  its  continual  observance. 

The  question  may  here  be  asked  : Why  did  not  Sir  Robert 
Pe€  1 himself  insist  more  explicitly  on  this  principle  ? Sir  Robert 
Pec  1 had  been  told  that  an  average  circulation  above  bullion  before 
184  4)  was  abcut  ii  millions,  and  I can  quite  believe  that  he 
imagined  this  ratio  would  continue,  as  generally  he  anticipated 
mo 'e  regularity.  He  therefore  attached  less  importance  to  the 
pre  rise,  but  I am  satisfied  that  if  he  were  now  alive,  he  would,  in 
five  minutes’  time,  recognise  the  importance  of  the  point,  already 
pre  rided  for  by  what  may  be  called  at  all  events  his  instinctive  wisdom. 

In  justice  to  the  directors  of  the  Bank  of  England,  it  is,  how- 
eve  r,  requisite  here  to  state  that  Clause  8 of  the  Act  is,  if  not  in 
cor  flict  with  Clause  2,  at  least  incomplete.  Clause  8 has  no  direct 
coi  nection  with  the  principle  of  the  issue,  it  provides  merely  for 
the  share  of  profit  which  the  State  is  to  derive  from  the  privilege 
of  ssuing  the  1 4 millions  of  notes  on  securities.  It  is  worded : — 

" Clause  8. — And  be  it  enacted,  that  from  and  after  the  said  31st  day  of 
An;  ust,  1814,  the  payment  or  reduction  of  the  annual  sum  of  1 20,000/.,  made  by 
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the  said  governor  and  company  under  the  provisions  of  the  said  Act  passed  in  the 
fourth  year  of  the  reign  of  his  late  Majesty  King  illiain  lA , out  of  the  sums 
payable  to  them  for  the  charges  of  management  of  the  public  unredeemed  debt, 
shall  cease,  and  in  lieu  thereof,  the  said  governor  and  company,  in  consideration  ot 
the  privileges  of  exclusive  banking,  and  the  exemption  from  stamp  duties  given 
to  them  by  this  Act,  shall,  during  the  continuance  of  sucli  privileges  and  such 
exemption  respectively,  but  no  longer,  deduct  and  allow  to  the  public  from  the 
sums  now  payable  by  law  to  the  said  governor  and  company,  for  the  charges  of 
management  of  the  public  unredeemed  debt,  the  annual  sum  of  a hundred 
AND  EIGHTY  THOUSAND  POUNDS,  anything  in  any  Act  or  Acts  of  Parliament  or 
ill  any  agreement  to  the  contrary  notwithstanding:  Provided  aln ays,  that  such 
deduction  shall  in  no  respect  prejudice  or  affect  the  rights  of  the  said  governor  and 
company  to  be  paid  for  the  management  of  the  public  debt  at  the  rate  and  accord- 
ing to  the  terms  provided  in  an  Act  passed  in  the  forty-eighth  year  of  the  reign 
of  his  late  Majesty  King  George  III,  intituled  ‘An  Act  to  authorise  the  advancing 
for  the  Public  Service,  upon  certain  conditions,  a proportion  ot  the  Balance  remain- 
ing in  the  Bank  of  England  for  the  payment  of  Unclaimed  Dividends,  Annuities, 
and  Lottery  Prizes,  and  for  regulating  the  Allowances  to  he  made  for  the  Manage- 
ment of  the  National  Debt/ 


The  essence  of  this  clause  is  that  for  the  privilege  of  the  issue 
of  14  millions,  the  bank  shall  give  to  the  State  a fixed  sum  of 
180,000/.  per  annum.  (As  the  sum  has  since  been  increased  to 
15  millions,  the  fixed  sum  is  now  195,000/.  per  annum.)  It  must  be 
evident  to  all,  that  this  compromise,  although  perhaps  agreeable  to 
the  Chancellor  of  the  Exchequer  as  a regular  item,  is  wrong  in  prin- 
ciple, for  either  the  State  or  the  bank  mnst  lose  by  it,  and  that  the 
p7'o  rata  rule  ought  to  ]3revail,  especially  in  mattei’s  where  nice 
adjustment  is  required.  But  as  Sir  Robert  Peel,  as  before  mentioned, 
imagined  that  the  average  sum  of  fiduciary  issue  in  circulation 
would  range  at  10  to  1 1 millions,  he  did  not  deem  it  worth  v\hile  to 
alter  the  amount.  I am  convinced  that  under  the  experience  since 
gained,  which  shows  that  the  fiduciary  issue  has  ranged  from 
minus  2 (1857)  to  plus  21  millious  (1876),  within  a total  range  of 
23  millions,  he  would  have  recognised  the  necessity  of  varying  the 
profit  of  the  State  in  accordance  therewith.  But  as  the  Clause  8 
now  stands  it  is  incomplete.  The  180,000/.  f^pply  to  the  supposed 
full  issue  of  14  millions  in  Clause  2.  Clause  2,  however,  contains 
also  the  proviso  for  a diminution  of  the  issue  on  securities.  Tsow 
whether  this  proviso  bears  the  construction  which  the  directors  of 
the  bank  put  upon  it,  as  before  mentioned,  or  that  for  which  I 
contend,  it  is  perfectly  obvious  that  Clause  8 ought  also  to  provide 
for  a reduction  of  the  State’s  profit  with  such  possible  reduction  of 
the  issue  on  securities.  The  omission  is  probably  due  to  tlxe 
draftsman  of  the  Bill,  and  is  more  of  the  nature  of  a clerical  erioi, 
which  might  be  easily  rectified.  The  matter  might  be  so  arranged 
that  on  the  average  the  exchequer  would  receive  the  same  sum,  a 
suggestion  to  that  effect  lies  near  at  hand. 

And  I say,  that  this  rectification  in  Clause  8 is  all  the  alteratio)i 
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req  dred  in  the  Act  of  1844,  that  everything  else  can  stand  as  it  is. 
Up  )n  this  the  hank  ^vonld,  as  a matter  of  interest  no  less  than  as  a 
diri  ction,  act  in  accordance  with  the  wording  of  Clause  2. 

I bring  the  case  at  once  so  far  in  its  theoretical  and  practical 
leg  il  aspect,  and  doubt  not  that  many  require  no  more  in  order  to 
lea  I them  to  the  recognition  of  the  truth.  But  there  are  others 
whj  will  say,  firstly,  “ If  you  thus  reduce  the  issue  on  Government 
“ securities,  where  is  our  reserve?”  In  order  to  show  what  ought 
to  )e  done,  let  me  here  give  you  a p-o  forma  account  of  the  Bank 
of  England,  say  at  a time  when  the  bullion  is  of  the  same  amount 
as  lie  notes  in  the  hands  of  the  public,  and  its  full  1 5 millions  of 
no!  es  in  reserve. 

1.  Issue  Department. 


Liabilities, 

£ 

1 Assets, 

£ 

Government  securities  .... 

I 1,015,100 

No^es  issued  

. 43,000,000 

Other  securities  

3,984,900 

Gold  and  silver  bullion  .... 

28,000,000 

43,000,000 

43,000,000 

Banking  Department. 

£ 

£ 

Ca]  ital 

14,5^3,000  Government  securities  .... 

15,500,000 

Rei  t 

3 7)000  Other  securities  

14,000,000 

Pu  tlic  deposits  

Notes  

1 5,000,000 

Otl  er  „ 

21,000,000 

Se^  en  days’  bills 

500,000  Gold  and  silver  coin  

500,000 

45,000,000 

45,000,000 

Here  we  and  that  15  millions  of  Government  securities  are  in 
the  issue,  and  1 5 millions  of  notes  in  reserve. 

These  notes  are  actual  legal  tender  money  created  by  the  Act, 
au'  I have  all  the  attributes  of  an  unemployed  surplus  of  cash. 

By  “diminishing,”  as  Clause  2 allows,  the  “securities”  to  the 
ful  - extent,  the  account  would  become, 


2.  Issue  Department. 

Liaiilities.  £ .Assets.  £ 

Q-ovemment  securities  ....  Nil 

No  es  issued  28,000,000  Other  securities „ 

Q-old  and  silver  bullion  ....  28,000,000 


28,000,000 


28,000,000 


^ t 
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Capital  

Rest 

Public  deposits 
Other  j, 
Seven  days’  bills 


Banking  Department. 

£ 

£ 

14)533)000 

Issue,  Government  se- 1 

1 1,01  5,100 

curities  J 

3,467,000 

Issue,  other  securities  .... 

3,984,900 

5,500,000 

Government  ,, 

1 5,500,000 

21,000,000 

Other  securities  

14,000,000 

500,000 

Gold  and  silver  coin  ........ 

500,000 

45,000,000 

45,000,000 

But,  it  will  be  said,  by  this  mere  change  of  account  you  take 
away  the  reset've  of  notes.  Yes,  the  mere  change  of  account  has 
this  effect,  as  the  Act  on  the  1st  day  of  September,  1844,  created 
that  reserve  of  notes,  and  this  shows  that  such  a change  of 
accounts  has  a definite,  and  not  a fanciful  effect.  But  although  the 
reserve  of  notes  has  disappeared,  there  remains  under  Clause  2, 

The  reserve  of  issue  of  15,000,000^., 

under  which  the  Bank  of  England  has  the  right  “again  to 
“ increase  ” the  issue  of  notes,  within  the  limit  assigned,  or  to 
“ diminish  again.”  And  I recommend  that  this  issue  be  made  only 
to  the  extent  required  for  filling  up  the  amount  between  the  notes 
actually  in  the  hands  of  the  public  and  the  amount  of  bullion  held, 
and  that  the  balance  of  the  1 5 millions  be  kept  in  unissued  reserve. 
Thus,  on  the  supposition,  for  instance,  that  there  are  but 
22  millions  of  bullion  to  28  millions  of  notes  in  active  circulation, 
requiring  £6  millions  of  the  £15  millions  of  issue  securities,  the 

account  would  be — 


3.  Issue  Department. 


Liabilities,  £ 

Notes  issued  z8, 000,000 


Assets,  £ 

Government  and  other  T 

> 6,000,000 

securities J 

Gold  bullion  zz, 000,000 


28,000,000 


28,000,000 


Banking  Department 


Capital  

£ 

Issue,  Government  and  *1 
other  securities  J 

£ 

9,000,000 

Rest 

Public  deposits  

3. 46  7 >000 

Government  securities  .... 

15,500,000 

Private  „ 

Other  securities  

20,000,000 

Seven  days’  bills... 

Gold  and  silver  coin  

500,000 

45,000,000 

45,000,000 

leaving  reserve  of  issue^  9,000,000?. 
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The  “ other  ” securities  in  the  banking  department  have 
inci  eased  by  6 millions,  let  us  say  by  “ bills  discounted.”  And  so, 
■vvhiither  there  be  i,  or  2,  or  6,  as  here  assumed,  or  8 or  lo  millions 
of  i he  15  millions  of  issue  on  securities  required,  would  the  account 
altt  r,  and  by  increase  or  diminution  it  might  be  so  carried  on,  and 
change  from  week  to  week,  or  day  by  day,  always  leaving  the 
san  e margin  of  reserve  of  issue  as  is  now  done  by  reserve  of  notes. 

The  question  may  now  be  asked,  what  difference  will  this 
ma  ce,  whether  the  securities  are  held  in  the  issue  or  the  banking 
department  of  the  bank,  they  bear  the  same  rate  of  interest  or 
prc  fit  in  either  ? The  matter  of  method  of  investment  and  profit 
wil  be  considered  later  on,  in  connection  with  tlie  banking  depart- 
me  it,  and  the  above  question  should  rather  be  : 

What  difference  will  it  make,  whether  the  bank  has  reserve  of 
act  lal  notes  or  a reserve  of  issue  ? The  difference  is  this : the 
reS'  ;rve  of  notes  now  created  consists  of  actual  h gal-tender  money, 
in  I 'xcess  of  what  is  required  for  circulation,  and  the  low  rates  of 
int  irest  adopted  on  account  of  its  existence  are  the  causes  which 
dri  re  away  bullion.  A reserve  of  issue,  not  consisting  of  actual 
leg  il  tender  notes,  would  not  have  this  effect. 

What  is  the  use  of  the  present  often  excessive  reserve  of  notes  ? 
W«  hear  so  much  of  banking  reserve,  either  as  being  too  small  or 
fouud  wanting  in  some,  way  or  another,  that  we  should  at  all 
ev«  nts  closely  examine  what  is  the  truth,  for  there  is  no  subject  in 
reg  i.rd  to  which  such  great  errors  exist  as  this.  The  phraseology 
cuirent  says:  “We  have  so  many  liabilities,  our  business  is  so 
“ 1 trge,  so  many  imprudent  investments  are  made,  and  we  have 
“ 1 ut  the  small  reserve  of  notes  at  the  Bank  of  England.”  This 
ph-  ase  shows  how  thoroughly  the  subject  of  investment  and  reserve 
is  ] aisunderstood.  The  contracts  which  are  made  in  the  market  in 
cap  ital  or  banking  money  are  entirely  apart  from  the  question  of 
cm  rency  or  bank  notes  and  their  circulation.  No  amount  of  actual 
cas  li  in  reserve  can  prevent  the  incurring  of  sxich  bad  contracts  ; 
the  y do  not  consume,  nor  do  they  require,  circulating  money,  even 
in  ;he  event  of  crisis.  The  total  amount  of  money  circulating  is, 
for  the  time  being,  a definite  one.  We  here  in  England,  after 
settling  a great  portion  of  our  business  by  banking,  bills,  cheques, 
and  clearing  systems,  require  a cuiTency,  which  is  composed  for 
th(  time  being  as  follows  : — 

105,0  millions  of  gold  com, 
ig^o  „ silver  and  copper  coin. 

158  „ country  notes. 

Bank  of  England  notes,  against  which  (say)  zz  mil- 
^ lions  hulhon  are  held. 


166,3 


of  Englcmd  and  Varioics  other  National  Banks, 

The  country  can  use  no  more  or  less  currency,  unless  by  the 
natural  expansion  or  contraction  of  population,  prices,  and  business 
generally.  In  this  composition  of  the  currency,  the  Bank  of 
England  notes  are  the  most  variable,  because  not  only  does  the 
bank  virtually  employ  the  mint,  and  its  notes  act  as  temporary 
stop-gaps,  whilst  gold  is  being  coined,  but  the  Scotch,  with  provin- 
cial banks,  make  well-known  periodical  demands  for  and  returns  of 
gold.  Yet  in  spite  of  this  greater  variability,  the  circulation  of  the 
Bank  of  England  note  is  fairly  regular,  increasing  gradiially,  as 
from  1844  it  has  increased,  from  21  to  29  millions  in  1876.  And 
what  is  more  important  than  all,  and  pjerhaps  not  sufiiclently 
known,  is  that  even  in  times  of  crisis  the  public  do  not  require 
more  bank  notes.  In  1847  and  1857  the  circulation  remained  on 
the  same  level.  The  panic,  as  far  as  it  concerned  the  Bank  of 
England  note  issue,  was  not  due  to  more  money  required  by  the 
public,  but  to  the  loss  of  bullion  by  the  bank.  In  1866,  during  the 
extreme  panic,  it  rose  suddenly  by  3 millions,  but  they  returned 
immediately.  If  you  have  understood  me  in  regard  to  the  reserve 
of  issue,  you  will  perceive  that  variations  of  two  or  three  or  more 
millions  of  notes  might  easily  be  met  by  carrying  out  the  true 
meaning  of  Clause  2.  It  will  then  seem  singular  to  you  that  the 
Bank  of  England  should  keep  reserves  of  idle  notes,  of  10,  15,  or 
more  millions,  in  the  vague  anticipation  that  some  crisis  may  occur 
in  ten  years,  especially  when,  as  you  will  presently  perceive,  these 
heavy  reserves  are  themselves  the  cause  of  the  crisis  in  bullion. 

Why  should  the  bank,  when  the  circulation  of  its  notes  for 
local  purposes  is  limited  to  21  or  29  millions,  create  notes  issued  of 
36,  45,  or  even  50  millions  ? What  is  the  use  ot  making  an  “ issue 
“ of  notes”  of  50  millions,  when  only  29  millions  can  possibly  be 

used  ? 

In  order  to  show  the  whole  case,  I herewith  give  you  the 
lowest  and  highest  amounts  of  notes  in  circulation,  and  notes 
issued  from  1845  to  1876 : — 


j 


& 
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TavU  shoviing  the  Highest  and  Lowest  Amotmts  of  Bank  of  England  Notes 
in  Circulation,  and  Notes  Issued  from  1845  to  1876.  In  Millions. 


Notes 

in  Circulation. 

Notes  Issued. 

1845 

£ 

zo 

to 

£ 

23 

£■  £ 
27  to  30 

’46 

zo 

jj 

22 

27  „ 30 

’47*  

i8 

21 

22  „ 28 

’48 

X7 

)) 

20 

26  „ 29 

’49 

i8 

>> 

20 

27  „ 30 

1850 

19 

to 

21 

28  to  30 

’51 

19 

21 

27  „ 31 

’52 

zz 

>> 

25 

31  „ 36 

’53 

Zl 

n 

25 

28  „ 34 

’54 

zo 

jj 

23 

26  „ 30 

’55 

^9 

22 

24  „ 31 

’56 

19 

jj 

21 

23  „ 27 

’57*  

18 

21 

21  „ 27 

’58 

19 

21 

27  „ 33 

’59 

zo 

22 

30  „ 34 

1860 

19 

to 

23 

27  to  30 

’61 

^9 

)> 

20 

25  „ 30 

’62 

19 

22 

29  „ 32 

’63 

19 

)> 

22 

27  „ 29 

’64 

19 

21 

26  „ 28 

’65 

19 

a 

22 

27  „ 30 

’66*  

21 

26 

26  „ 33 

’67 

22 

n 

24 

33  „ 38 

’68 

22 

jj 

24 

32  „ 37 

’69 

22 

>> 

24 

30  „ 35 

1870 

22 

to 

24 

33  to  37 

’71 

23 

)) 

25 

31  „ 42 

’72 

24 

27 

36  „ 40 

73 

25 

)) 

27 

35  „ 40 

’74 

25 

>> 

z8 

31  „ 39 

’75 

26 

9) 

29 

35  „ 45 

’76 

26 

29 

35  ,,  50 

* Years  of  crisis. 


I trust  that  you  will  understand  what  I have  here  shown  as 
re|  ;ards  the  absolute  requirements  for  notes,  and  the  principle  upon 
wl  ich  the  comparative  regularity  of  this  requirement  rests.  The 
ah  5olute  uselessness  of  the  surplus  may  then  be  manifested  to  you. 
Bi  t does  the  evil  rest  there?  Were  it  but  this  absolute  useless- 
ness the  public  could  afford  to  laugh  at  it,  but  the  Bank  of 
Ei  gland,  having  this  “ money”  on  hand,  lowers  the  rate  of  interest, 
ev  m down  to  2 per  cent.,  in  the  vain  endeavour  to  employ  it. 

That  this  endeavour  is  vain,  that  the  bank  obtains  less  business 
th ) lower  the  rate  goes,  we  all  know,  and  if  it  placed  the  rate  at 
I ] >er  cent.,  or  less,  it  would  be  the  same.  And  you  will  understand 
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that  this  curious  position  arises  from  nothing  else  than  the  rule 
under  which  currency  matters  stand,  viz.,  the  inability  of  the 
country  to  absorb  more  notes  than  it  wants.  And  as  the  full 
measure  of  this  ability  must  be  reached  at  times  of  low  rates,  it 
follows  that  the  very  name  of  “ reserve  of  notes  implies  an 
absurdity.  Yet  the  bank  poises  its  rates  in  accord  vith  it. 

You  will  bear  in  mind  that  the  above  remarks  refer  to  the 
use  of  the  reserve  of  notes  for  internal  purposes,  those  of  onr 
general  home  circulation,  or  home  trade  if  you  like ; but  there  is  the 
second,  more  important  use,  for  the  purposes  ot  international  trad  . 
We  may  have  to  pay  money  abroad  for  loans  granted  by  us,  or  for 
balances  of  trade,  and  gold  may  be  withdrawn  from  the  bank 
heavily.  It  is  just  upon  these  natural  contingencies  existing,-  for 
and  between  all  nations,  that  the  establishment  of  a quasi  national 
bank,  carried  on  under  a public  law  a note  issue  on  bullion  and 
securities  combined,  becomes  a necessity.  Obviously  then,  in  order 
to  meet  such  more  or  less  severe  or  temporary  variations  in  the 
bullion  there  must  be  a reserve,  i.e,,  something  which  for  the  time 
being  can  replace  such  bullion.  Now  if  the  present  surplus  of  idle 
notes  at  the  Bank  of  England  is  deemed  to  be  such  a reserve,  I 
may  possibly  be  abused  as  a heretic  when  I say  to  you : This  reserve 
of  notes  is  not  only  no  reserve  at  all,  but  it  is  the  cause  which  ruins 
our  reserve  of  bullion,  and  it  is  in  reality  the  opposite,  the  destroyer 
of  reserve ! 

I appeal  to  common  sense,  if  I ask  you  the  following 
questions : — 

1.  Can  the  reserve  of  notes  not  wanted  for  circulation  at  home 
be  used  for  exportation  ? You  will  agree  that  it  cannot ; what 
then  is  its  use  ? Pray  bear  in  mind  we  have  already  settled  that 

it  cannot  be  used  for  home  purposes. 

2.  Does  the  reserve  of  notes  preserve  the  bullion  held  in  the 

bank,  or  does  it  attract  bullion?  You  may  not  see  any  reason  why 
it  should  do  the  former,  but  as  regards  the  latter  you  may,  at  all 
events,  have  your  suspicions. 

I,  therefore,  tell  you  that  this  idle  reserve  does  not  only  fail  in 
preserving  bullion,  is  the  cause  why  bullion  can  never  come  to  an 
equable  level  at  the  issue  department,  hut  it  deliberately  compels 
bullion  to  leave.  Not  only  is  this  in  accord  with  what  I have  said 
before  this  as  to  the  principles  of  adjustment,  not  only  can  the 
simplest  reflection  on  how  contraction  and  expansion  must  be 
regulated,  lead  to  this  conclusion,  but  the  actual  operation  itself  is 
practically  carried  out  by  the  rates  of  interest.  Hitherto  the  Bank 
Act  has  caused  discussion  and  inquiry  when  interest  rose  to  8 or  lo 
per  cent.,  when  the  mischief  was  done.  Nobody  seems  to  think  that 
this  inquiry  ought  rather  to  take  place  when  there  is  this  plethora 
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of  lotes,  wlieii  the  rate  is  at  2 per  cent.  Yet  then  the  foundation 
for  the  higher  rates  is  laid. 

These  low  rates  deliberately  invite,  as  before  stated,  the  country 
itstlf  to  take  notes,  and  at  the  same  time  the  foreigner  to  take 
bul  ion.  The  former  is  futile,  the  latter  only  takes  place.  It  can 
be  ihown  to  you  by  reference  to  the  exchanges,  that  the  low  rates 
ofti  n take  away  bullion  from  us,  in  spite  of  the  foreigners’  indebted- 
nes  3 to  us.  At  other  times  both  the  home  and  foreign  trade  resist 
tlie  temptation,  until  the  manifold  contracts  iu  both  home  and 
for  ;ign  commerce,  enforced  by  such  low  rates,  culminate  and 
become  tainted  with  speculation.  Then,  when  a couple  of  millions 
of  oullion  at  last  go,  comes  the  alarm,  up  goes  the  rate,  losses  on 
goc  d and  speculative  business  are  incurred,  and  the  noise  of  mutual 
rec  ’imination  and  moralising  begins  over  again.  But  it  is  not  the 
ext  'omely  low  rates  alone  which  cause  this  mischief,  they  are 
f ou  aded  on  say  1 4 or  15  millions  of  idle  notes,  almost  all  the  rates 
for  ned  on  lesser  amounts  must  also  be  wrong  in  either  direction, 
as  ■ hose  who  understand  the  principle  involved  will  readily  admit. 
He  ice  the  continual  want  of  peace  and  the  nervousness  of  our 
ma  ‘kets. 

And  it  is  thus  that  the  Bank  of  England  reserve  of  idle  notes 
not  only  plays  with  the  market  at  all  times,  but  that  it  drives 
bul  ion  away ; and  then  when  the  reserve  of  notes  itself  might  be 
wa  ited,  it  is  found  to  have  disappeared  with  it. 

But,  it  will  now  be  said : these  variations  in  the  rate  of 
interest  occur  according  to  the  rules  of  supply  and  demand,  and 
fur  iher : bankers  rmd  other  lenders  not  only  follow  the  bank  rates, 
bul  are  generally  offering  to  do  business  below  them.  The  blind 
obt  dience  to  what  are  supposed  to  be  legitimate  and  infallible 
res  dts  of  supply  and  demand,  has  had  a great  deal  to  do  with  the 
err  )rs  committed.  Formerly,  also,  the  subject  of  money  was  not  so 
we  1 understood  as  it  is  now  by  our  economists.  We  have  begun 
to  recognise  that  “ money  ” may  mean  “ coin  or  currency,”  or 
“ c ipital,  banking  money,”  and  that  these  are  totally  different 
thi  isrs  in  contract  as  well  as  in  substance.  The  connection  between 
the  m is  but  conditional  and  indirect.  Here,  as  r(3gards  the  Bank  of 
En  jland  issue,  the  rate  is  raised  on  behalf  of  a portion  of  one-sixth 
of  our  currency  ; viz.,  say  27  millions  of  Bank  of  England  notes  out 
of  he  total  of  1 66  millions  current,  irrespective  of  bankers’  deposits 
anc  investments  in  the  market.  In  order  to  show  this,  I submit 
the  following  statement : — 
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Accounts  of  Nine  Joint  Stock  Banks  at  the  End  of  June,  1866  and  1867. 


London  and  Westminster.... 

Union 

Joint  Stock 

London  and  County 

National 

City 

Consolidated  

Alliance  

Imperial 

SOtb  June,  1866,  Bank-rate  lo  per  Cent. 

Liabilities. 

Reserves. 

Bills  and  Advances. 

£ 

22.637.000 

21.261.000 

20.390.000 

14.1 14.000 

10.570.000 

6.130.000 

4.363.000 

2,734^000 

1.786.000 

£ I 

3.465.000 

1.800.000 

1.191.000 

2.149.000  i 

1.382.000 

561.000  ' 

1.404.000 

423.000 

244.000 

£ 

16.578.000 

16.817.000 

18.129.000 

10.410.000 

4.6 1 5.000 

5.224.000 

3.138.000 

2.213.000 

1.518.000 

103,922,000 

1 

12,619,000 

' 78,642,000 

London  and  Westminster.... 

Union  

Joint  Stock 

Loudon  and  County 

National 

City.... 

Consolidated  

Alliance  

Imperial 

30tli  June,  1867,  Bank-rate  per  Cent, 

Liabilities. 

Reserves. 

Bills  and  Advances. 

£ 

19.702.000 

16.299.000 

14.955.000 

8.073.000 

4.690.000 

3.231.000 

2.477.000 

1.709.000 

£ 

2.718.000 

1.700.000 

1.600.000 
2,284,000 

869.000 

503.000 

492.000 

317.000 

273.000 

£ 

17.160.000 

14.173.000 

13.569.000 

8.937.000 

5.700.000 

3.819.000 

2.428.000 

2.060.000 

1.360.000 

94,667,000 

10,756,000 

69,206,000 

I 


1 


Accordingly,  when  the  rate  was  10  per  cent.,  these  banks  had 
more  “ money”  and  more  “reserve  ” than  when  it  stood  at  z\  per 
cent. 

Then  why  does  the  market  follow  the  bank-rate,  why  does  it 
not  hold  a uniform  rate  of  its  own,  independently  of  the  Bank  ? 
You  may  be  aware  that  the  majority  of  our  country  bankers  adhere 
10  a uniform  rate  of  5 per  cent,  at  all  times,  but  it  is  not  my 
purpose  to  say  that  London  bankers  should  do  the  same,  the  rate 
of  interest  must  vary  according  to  several  contingencies ; what  I 
contend  for  is,  that  as  far  as  the  market  is  concerned,  it  would  not 
vary  so  extravagantly  and  suddenly  if  the  bank  did  not  take  the 
lead  in  this.  The  market  mu.st  follow  the  bank,  for  this  reason : 
whenever  the  latter  raises  its  rates,  bankers  are  not  ouly  naturally 
disposed  to  make  larger  profits,  but  they  are  forced  to  follow.  For 
if  one  of  them  held  lower  rates,  he  would  of  course  be  soon  over- 
whelmed with  business.  And  so  it  has  become  an  axiom,  one  like 
so  many  which  are  had  I’ecourse  to  in  the  confusion,  that  bankers 
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mtu^t  follow  tlio  Bank  of  England’s  rising  rates.  Hence  it  has 

bee  line  an  axiom  to  say  : the  rise  and  fall  in  the  rate  of  interest  is 

a mitter  of  common  natural  agreement  or  “ market  valne,”  against 

whi3h  it  is  useless  to  say  anything.  Latterly,  however,  we  have 

seei  that  whilst  the  bank  raised  the  rate  to  5 per  cent.,  the  bankers  |r 

con  bined  so  as  to  remain  at  3 per  cent.,  and  thus  by  combination 

the  above  axiom  has  received  its  practical  denial. 

A.S  far  as  low  rates  are  concerned  the  market  is  still  more 
bou  ad  to  follow  the  Bank  of  England.  Then  the  bank  competes 
aga  nst  the  whole  banking  community.  If  at  such  time  bankers 
endeavoured  to  hold  a rate  as  high  or  higher  than  the  bank, 
it  f allows  that  the  latter  would  discount  the  day’s  bill,  say  for 
arg  iment’s  sake  3 millions.  It  would  pay  for  these  with  3 millions 
of  ts  sole  note  reserve,  but  would  this  bring  3 millions  of  notes 
into  circulation  ? By  no  means,  the  bankers,  having  missed  the 
bill  t,  would  have  3 millions  to  spare,  and  pay  them  into  the 
bans:,  ergo,  the  circulation  would  remain  at  its  level,  and  the  y 

Bai  k of  England  would  have  discounted  3 millions  with  the  addi- 
tioral  hanhers’  hahiaces.  Among  the  many  matters  which  prove 
tha  - the  public  have  an  interest  in  the  affairs  of  the  Bank  of 
Enj  ;land,  this  has  a special  claim,  and  bankers  should  reflect  upon  it. 

The  fact  that  the  bankers  and  others  at  all  times  hold  their 
rat(  s below  the  bank  rate,  is  explained  through  the  same  cause. 

Un  ess  they  do  so  they  are  at  all  times  subject  to  have  their 

dep  Dsits  captured  by  the  bank.  This  unnatural  process  could  not 

tak  3 place  if  the  reserve  of  notes  were  converted  into  a reserve  of 

issi  e.  Other  causes  for  the  fact  that  rates  of  interest  in  the  market 

mu  it  naturally  be  somewhat  under  the  rate  of  the  central  issue 

bar  k of  a country,  lie  in  the  competition  to  which  the  market,  apart 

from  the  bank,  is  subject.  There  is  also  always  a stratum  of  money  ^ 

coming  in,  or  seeking  employment,  which  is  offered  before  it  is 

incorporated  with  bankers’  balances.  This  is  the  case  also  in  the 

barking  centres  of  France,  Germany,  and  elsewhere,  but  the  central 

bai  ks  always  maintain  a standard  for  the  time  being,  and  the 

ma  ket  falls  back  upon  this  when  this  intermediate  stratum  has 

bee  a exhausted. 

From  1844  to  1876  the  number  of  changes  in  the  rate  of 
inti  re.st  have  been  245 — those  during  the  last  seven  years  being 
95.  The  range  of  these  rates  may  be  stated  as  from  2 to  10  per 
cent.  In  raising  and  lowering  these  rates,  the  management  of  the 
bai  k is  influenced  occasionally  by  other  consideiations,  by  failures,  ^ 

wa  s,  and,  as  at  this  time,  for  instance,  the  demands  of  Germany 
for  o-old:  but  on  the  whole,  the  “Reserve  of  Xotes  ” commands 
the  situation.  This  command  seems  to  be  so  imperative,  that  it 
act  lally  defeats  the  action  of  the  bank  in  regard  to  the  above- 
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mentioned  contingencies.  During  the  first  years  after  1844,  the 
bank  allowed  a little  more  latitude,  but  experience  seems  to  have 
led  to  greater  severity,  until  at  this  time,  the  withdrawal  of  a half- 
a-million  of  gold,  or  2 to  3 per  cent,  on  the  stock  on  hand,  leads 
f to  a rise  of  i or  2 per  cent,  on  the  rate — as  recently,  from  2 to  3, 

and  3 to  5 per  cent,  in  a few  weeks. 

Throuffhout  these  oscillations,  it  will  be  found  that  the  low  rates 
are  the  initiating  ones,  either  in  their  extreme  of  2 per  cent,  or  m 
their  intermediate  stages.  If  they  could  be  modified,  we  should 
have  a better  hold  on  bullion  on  the  one  hand,  and  on  the  other 
hand,  by  avoiding  extremely  high  rates,  avoid  also  the  too  abun- 
dant attraction  of  bullion,  which  always  takes  place  ; besides  which 
the  number  of  changes  would  be  less  than  now. 

That  we  must  have  variations  in  the  rate  for  the  purpose  of 
regulating  the  bullion  in  the  bank,  no  one  knows  better  than  myself. 
One  well  acquainted  with  the  laws  of  exchanges,  and  watching  daily 
4"  what  goes  on,  can  measure  the  infallible  mechanical  effects  of  these 

forces,  and  regrets  that  they  should  be  so  iitterly  perverted  and 
actually  turned  “ against”  the  object  in  view,  as  is  the  case  under 
this  false  and  destructive  system  of  reserve.  The  practice  shows 
that  with  the  utmost  variations  in  the  rate  (for  2 per  cent,  and 
10  per  cent,  may  be  regarded  as  such),  there  are  still  the  utmost 
possible  variations,  and  that  there  is  just  an  escape  with  occasional 
suspensions  of  the  Act.  But  if  this  system  of  reserve  is  altered,  it 
will  be  found  that  the  movements  in  the  rate,  and  with  them  the 
level  of  bullion,  will  become  more  steady — and  if,  by  way  of  general 
proposition — an  extremely  low  rate  of  2 per  cent,  initiates  a large 
number  of  variations  up  to  to  per  cent.,  I may  be  entitled  to  state 
that  a minimum  rate  of  3 per  cent,  will  cause  less  variations  up  to 
^ 5 or  6 per  cent. 

I am  of  course  prepared  to  hear  again  : What  is  the  difference 
whether  the  amount  of  reserve  left  is  in  notes,  or  in  reserve  of 
is.nce,  and  how  will  this  latter  bring  about  a lower  minimum  rate  ? 
Having  convinced  you,  as  I trust,  of  the  destructive  nature  of  the 
reserve  of  notes,  permit  me  here  now  to  say  ; 

That  the  reserve  of  notes  is  created  big  a transaction  entered  into 
many  years  ago  on  Government  and  other  securities,  say  at  3 per  cent, 
mterest;  and  that  the  interest  value  of  “^noney”  thereby  created,  ts  no 
longer  a matter  of  much  consideration,  but  under  the  reserve  of  issue, 
requiring  the  transfer  of  Government  securities  to  the  issue  deqmrtment 
at  the  time  of  the  demand,  the  immediate  consideration  involved  would 
be  that  of  a higher  rate  of  interest  than  that  attached  to  the  issxie 
securities. 

Those  who  understand  the  connection  between  these  matters, 
and  are  willing  to  construct  Clause  2 as  it  ought  to  be  constructed, 
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wil  at  once  see  this  point ; but  in  the  following  portion  of  this 
pa]  er,  the  subject  may  be  made  more  evident. 

I now  come  to  the  banking  department  of  the  Bank  of  England. 
You  are  aware  that  by  the  Act,  it  is  separated  from  the  issue. 
Yoi  are  also  aware  that  a great  deal  of  discussion  px’evails  on  this 
“ separation.”  The  one  party  says  that  the  separation  is  complete  ; 
thi  t the  issue  is  the  “ public,”  the  banking  the  “ private  ’ depart- 
meat;  and  certain  axioms  are  formed  on  the  notion  that  the  one 
haf  nothing  to  do  with  the  other.  Sir  Robert  Peel  himself  did  not 
sa}  this,  although  he  provided  for  the  separation  of  the  accounts. 
Other  people  saj  the  separation  is  a mere  matter  of  fancy,  and  that 
thi  two  accounts  might  be  merged  into  one. 

I agree  with  the  latter,  and  as  I have  shown  in  the  diagrams,  the 
for  ;ign  banks  (excepting  that  of  Russia)  follow  this  plan.  Never- 
the  less  I say  that  the  separation  of  accounts  between  issue  and 
bai  king  may  well  be  maintained,  if  Clause  8 of  the  Act  is  carried 
out  as  here  suggested,  for  it  would  then  always  show  the  exact 
sta  e of  the  issue,  namely,  the  notes  actually  in  circulation  against 
bullion,  and  the  requisite  amount  of  securities  for  the  difference 
betvveen  circulation  and  bullion.  Any  discussiem  then  as  to  this 
sepiration  is  superfluous. 

I now  submit  to  you  the  account  of  the  Bank  of  England  of  the 
1st  September,  1875,  which  happens  to  represent  the  state  of  things 
wit  h the  1 5 millions  of  notes  in  reserve.  This  account  is  interesting 
also  for  the  purpose  of  showing  again  the  play  with  bullion.  You 
wil . see  by  the  diagram  that  at  the  beginning  of  the  year  the  rates 
we  *e  5 and  4 and  3-|-  per  cent.,  the  bank  and  bullion  rose,  the  bank 
the  a went  down  to  2 per  cent.,  and  bullion  disappeared  again 
raj  idly.  The  account  is  as  follows  ; — 

Weekly  Statement  of  Bank  of  England^  1st  Se}4ember^  1875. 


4.  Issue  Department, 

Liahilities, 

£ 

Assets. 

£ 

Government  seettrities  .... 

11,015,100 

Other  securities  

39,84,900 

Not  3s  issued  

■■  43>332)520 

Gold  bullion  

28,332,500 

Silver  „ 

— 

43>332,520 

43,332,520 

Banking  Department, 

£ 

£ 

Cap  tal  

• i4!533-ooo 

Government  securities  .... 

13,591,139 

Kes  

3,680,640 

Other  securities  

18,369,782 

Put  lie  deposits  

4.093.998 

Otb  „ 

. 25,010,195 

JNotes  in  reserve 

15,043,430 

Sev  n days'  bills,  &c 

362,296 

Gold  and  silver  coin  ........ 

695,778 

47,700,129 

47,700,129 
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There  were  accordingly  in  circulation  28,289,090/.  of  notes,  and 
according  to  the  last  parliamentary  returns,  on  the  1st  September, 
1875,  the  bankers’  balances  were  12,515,000/.  Of  the  Other 
securities  in  the  banking  department  on  that  date,  4,467,000/.  were 
bills  discounted,  and  1,990,000/.  temporary  advances. 

I must  mention  that  in  this  account  the  bills  discounted  and 
temporary  advances  are  somewhat  larger  than  they  have  been  at 
previous  occasions  when  the  15  millions  were  in  reserve,  when  bills 
were  as  low  as  2 millions,  and  temporary  advances  at  half-a-niillion. 
I much  regret  being  unable  to  give  an  account  of  1876  ; but  as 
already  stated,  the  Bank  of  England  has  refused  to  Parliament  to 
give  the  returns  of  bills  discounted  for  that  year. 

I will  now  restate  this  account  (in  round  figures  for  con- 
venience). The  Other  securities  in  this  issue  are  also  Government 
securities,  and  may  be  joined  to  the  debt  into  the  one  amount  of 
15  millions.  The  bankers’  balances  and  bills  discounted  and 
advances  (as  taken  from  parliamentary  returns  on  that  day)  will  be 
stated  separately.  The  account  would  then  be : — 


5.  Issue  Department. 
& 


Notes  issued  43,300,000 


43,300,000 


Goyernment  and  other  1 

securities / 

Bullion  


£ 

1 5,000,000 

28.300.000 

43.300.000 


Banking  Department. 

Capital  

£ 

Government  securities  .... 

£ 

13,600,000 

Eest 

3,667,000 

Other  securities  

12,100,000 

Public  deposits  

BiUs 

4,400,000 

1 7 A nn.nCiC) 

Advances 

1,900,000 

15,000,000 

Bankers’  balances  

Notes  in  reserve 

Seven  days’  bills 

400,000 

Coin 

700,000 

47,700,000 

47,700,000 

i I may  now  ask  your  permission  to  set  aside  the  item  of 

i 15  millions  of  notes,  as  assets  in  the  banking  department,  and  to 

j deduct  15  millions  of  the  “notes  issued”  as  liability  in  the  issue 

department.  We  are  of  course  all  aware  of  the  discussion  as  to 
■ liability  on  one  side  being  made  an  asset  on  the  other,  but  we  may 

, ^ for  once  look  at  the  real  liabilities  and  assets  in  one  account, 
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bo  joined  to  those  in  the  banking,  and  as  capital  and  rest  may  also 


be  thus  added  together,  the  account  would  be  : — 

6. 

Issue  and  Banking  Departments. 

Seal  Liabilities, 

£ 

Seal  Assets. 

£ 

No  C3  in  circulation  

....  2^,300,000 

Bullion  

2^,300,000 

Ca  )ital  and  rest 

18,200,000 

Government  securities  .... 

28,600,000 

Pu  )lic  deposits  

....  4,100,000 

Other  securities  

12,100,000 

T 7. /inn. non 

Bills 

4,400,000 

Ba  ikers*  balances  

....  12,600,000 

Advances 

1,900,000 

Se^  en  days*  bills 

400,000 

Coin 

700,000 

47,700,000 

47,700,000 

The  notes  balancing  against  bullion,  a look  at  the  other  assets 
m;  y lead  us  to  think  that  28,600,000^.  of  Government  securities 
is  rather  a large  item.  Of  these  Government  securities  the 
15  millions  from  the  issue  were  acquired  or  parchased  long  ago ; 
of  those  in  the  banking  department  a small  portion  is  said  to 
CO  isist  of  exchequer  bills,  the  rest  are  also  purchased.  But 
laisre  as  the  amount  seems,  it  is  not  all.  The  i2,ioo,oooZ.  Other 
sei  urities  are  also  purchased.  A small  portion  may  represent 
th } house  properties  of  the  bank,  all  the  rest  are  stated  to  be 
CO  onial,  railway  debentures,  or  other  stock,  including  perhaps 
mortgages.  No  information  whatever  is  afforded  on  the  point, 
an  i the  bank  must  not  wonder  if  people  think  that  there  may  be 
ev  m more  unsuitable  banking  securities  than  mortgages.  But  let 
thj  12,100,000^.  consist  of  such  stocks  as  above  mentioned,  and  let 
thim  be  almost  as  “ good”  Government  securities  themselves,  what 
I ■ vant  to  show  here  is  that  they  are  not  current  securities  such  as 
bi  Is  and  advances.  And  I am  consequently  entitled  to  call  the 
wIloIc  of  the  Government  and  other  securities  (not  bills  and 
ad  vances)  imrchased  stock,  by  way  of  distinction. 

Against  the  following  liabilities  of  the  Bank  of  England  there 


w('Uld  be  the  following  assets  : — 

£ 

Liability  to  shareholders  1 8,zoo,ooo 

„ depositors  29,100^000 

„ on  seven  days*  bills 400,000 

Against 

Asset  of  purchased  stock  40,700,000 

„ bills  discounted  4,400,000 

„ temporary  advances  1,900,000 

„ coin  700,000 


We  find  accordingly  that  the  Bank  of  England  not  only  invests 
its  capital  and  rest  in  stocks,  but  of  the  29,100,000/.  of  other 
people’s  money,  including  12,600,000/.  bankers’  balances,  no  less 
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than  22,500,000/.  are  also  so  invested.  And  against  this  the  bank 
offers  to  the  public  the  15  millions  of  notes  in  reserve,  which,  as  I 
have  shown  you,  are  utterly  unacceptable  and  unnecessary  for  the 
circulation.  This  is  so  when  the  bank,  according  to  the  above 


account,  is  at  its  best  as  regards  strength,  but  when  even  this 
reserve  diminishes  by  withdrawal  of  bullion,  say  to  one-half,  we  see 
high  rates  of  interest  and  approach  panic,  which  now-a-days  would 
be  at  its  height  with  5 millions  of  this  kind  of  reserve. 

I do  not  belong  to  the  class  of  pessimists  who  by  way  of 
grievance  are  fond  of  predicting  a coming  failure  of  the  bank,  for 
as  we  all  know,  the  bank  would  not  only  pay  205.  in  the  pound 
to  noteholders,  depositors  and  shareholders,  but  the  Government 
would  come  forward  as  it  has  done  before ; but  the  question  is 

whether  “ such  things  should  be.” 

I hold  that  in  the  first  place,  banking  capital  should  not  be 
invested,  or  appear  invested  in  Government  securities.  Now  we 
know  that  the  State  has  borrowed  £ 1 1 millions  from  the  bank,  and 
that  this  forms  a part  of  the  security  for  the  £15  millions  of  note 
issue  above  bullion.  Although  this  violates  the  principle,  and 
although  it  is  often  recommended  that  the  State  should  pay  back 
this  debt,  let  us  nevertheless  pass  over  this  item  and  accept  this 
£ii  millions  as  Su  fait  accompli  confined  to  £ii  millions  only. 

But  when  we  find  that  besides  this  £it  millions  as  original 
Government  debt,  and  a further  £4  millions  of  so-called  Other 
securities  (but  also  Government  securities)  in  the  issue,  there  are 
further  much  larger  amounts  in  the  banking  department ; when  out 
of  £29  millions  of  deposits,  no  less  than  £22^  millions  are  virtually 
invested  in  such  fixed  securities,  I say  that  this  is  a most  improper 
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and  dangerous  state  of  things.  In  a trading  community  like  this, 
the  current  balances  and  reserves  should  not  be  locked  up  in  this 
way.  Sarcasm  might  say  that  if  the  bank  can  do  no  more  than 
this,  the  depositors  might  so  invest  their  funds  themselves  and  earn 
the  interest  thereon,  instead  of  the  bank.  It  might  be  suggested, 
for  instance,  that  bankers  who  keep  £122  millions  of  balances, 
which  the  bank  invests  chiefly  in  fixed  securities,  should  withdiaw 
these  and  keep  them  at  the  clearing  house,  investing  £6  millions  in 
consols,  and  keeping  £6|  millions  in  cash.  It  would  ceidainly  pay 
them  well,  and  give  them  a reserve  of  their  own.  I say  deliberately, 
that  the  Bank  of  England,  by  its  present  system,  utterly  perverts 
the  banking  reserves  of  this  country.  I presume  that  it  is  not 
necessary  here  to  enter  into  a discussion  as  to  the  relative  goodness 
or  safety  of  Government  securities  and  stocks  versus  bills.  Our  first 
class  bills  occupy  the  first  rank ; and  if  this  country  should  ever 
suffer  from  a general  decline,  the  Government  securities  will  have 
become  inferior  long  before  bills.  Bills  continually  discharge  them- 
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seh  es,  and  a bank  having  a good  stock  of  them  can  always  rely 
upc  n a cash  income  from  them  day  by  day ; they  are  also  contracts 
for  definite  amounts.  Government  and  other  stocks  “ lock  np 
mo  aey,  and  this  can  only  be  released  by  a spasmodic  contract  for 
the  ii*  sale,  involving  inconvenience  and  loss.  And  in  the  event  of  a 
cri  iis  and  generally  depressed  market,  their  realisation  is  most  diffi.- 
cn  t or  even  impossible. 

Permit  me  now  to  say  this  to  yon : We  have,  since  1844, 
wi  messed  many  surprises  as  regards  the  Bank  of  England.  What- 
ev  !r  may  have  caused  the  crisis  of  1844  and  18o7,  we  were 
an  azed  at  the  rapidity  with  which  the  bank  lost  bullion,  and  the 
su  ipensions  of  the  Bank  Act.  Matters  were  then  brought  to  the 
“ erge,”  and  the  situation  was  just  saved  by  high  rates  of  interest, 
acing  on  bullion  from  abroad.  In  1847,  the  bankers’  balances 
ra  iged  between  i to  2 millions  ; in  1857  between  2 and  3 millions. 
In  1860  we  had  greater  difficulty  in  obtaining  bullion,  for  France 
had  become  a powerful  holder;  bankers’  balances  were  then  at 
fi‘(  im  4 to  6 millions.  Even  then  the  question  was  mooted  whether 
ba  nkers  and  others,  instead  of  keeping  their  balances  at  the  bank 
ar  d actually  increasing  them,  should  not  withdraw  them.  At  the 
pi  esent  time  Germany  has  joined  the  claimants  for  gold,  and  other 
Slates  are  going  to  do  so.  In  the  event  of  a great  crisis  here,  these 
cc  entries  will  defend  themselves,  and  I anticipate  that  it  will  be 
m ire  difficult  for  us  to  obtain  gold  from  abroad  than  before.  I 
fo  -esee  that  in  the  next  coming  conflict  or  crisis  for  gold,  the  Bank 
of  England  may  again  put  the  rate  at  so  high  and  impracticable  a 
fij  ;ure,  that  the  market  is  bound,  as  was  recently  the  case,  to  dissent 
fr  Dm  it.  At  such  a time,  bankers  instead  of  allowing  the  bank  to 
ir  vest  their  balances  in  Government  securities,  may  really  withdraw 
tl  em,  so  as  to  act  independently  of  the  bank.  What  the  effect  of 
tl  is  will  be  on  the  bank,  when  at  the  same  time  that  institution  is 
ir  distress  for  bullion,  I must  leave  you  to  judge.  Do  not  let  us 
p ead  here  in  an  indefinite  way,  the  bank  will  not  let  it  come  so  far, 
o:'  some  means  will  be  found  to  avert  this.  W^hat  I have  said  to 
y )u,  may  not  only  appear  probable  to  you,  it  is,  in  my  opinion, 
ii  .evitable  before  long. 

It  cannot  be  said  that  this  over-investment  in  Government  securi- 
t es  and  other  stocks,  is  a matter  of  deliberate  policy  on  the  part  of 
t le  bank.  It  is  true,  allowance  must  be  made  for  the  bank’s  habit  of 
cealing  in  Government  securities  before  1844  ; and  for  the  acquisi- 
t on  of  Other  securities  which  are  not  bills  and  advances,  the  bank 
nay  plead  that  it  has  the  duty  and  the  right  to  support  certain 
c ther  interests.  Although  other  great  banks  abroad  do  not  hold 
t nis  view,  and  think  that  banking  capital  and  resources  ought  to  be 
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employed  in  bills,  yet  w'e  may  here  concede  to  the  Bank  of  England, 
that  to  a certain  extent  it  can  plead  its  old  habits  and  policy. 
We  need  not  therefore  forbid  the  bank  not  to  invest  in  Government 
securities  and  other  stocks,  but  when  we  see  the  over-investment  in 
them  is  so  prodigious,  we  can  no  longer  admit  such  a plea.  Phat 
this  is  not  a question  of  superior  goodness  of  such  securities  over 
bills  and  advances,  the  Bank  of  England  itself  admits.  It  is  always 
ready  to  take  bills,  and  in  times  of  crisis  even,  when  bills  are  not 
quite  so  reliable,  will  take  very  large  amounts.  It  has  frequently 
reduced,  or  attempted  to  reduce,  the  Government  securities  in  order 
to  be  able  to  take  bills.  It  has  actually  sold  them  at  a loss,  and 
has  even  borrowed  money  on  them,  so  as  to  be  able  to  discount 

bills. 

That  this  is  not  a question  of  scarcity  of  bills  is  proven  by  these 
very  transactions.  One  of  the  governors  of  the  bank,  in  ans^sei  to 
a question  as  to  the  paucity  of  bills  held  by  the  institution,  led  the 
questioner  to  infer  that  this  was  a mere  matter  of  supply  and 
demand,  and  that  bills  were  scarce.  The  fact  is,  the  bank  cannot 
take  the  bills  excepting  against  bullion,  for  it  is  crammed  with 
these  stocks.  It  need  only  succeed  in  selling,  or  in  borrowing  on  the 
latter  in  order  to  obtain  the  means  of  discounting,  and  that  this 
is  not  a matter  of  supply  of  money  in  the  market  is  evident,  foi  if 
the  capitalist  had  not  advanced  his  money  to  the  bank  on  the  fixed 
securities,  he  might  have  discounted  the  bills  himself. 

Our  market  offers  a choice  of  all  sorts  of  securities,  the  greater 
portion  being  bills.  Deducting  from  the  national  debt  and  colonial 
and  other  stocks  such  portions  as  are  held  by  xmblic  institutions, 
families,  and  individuals  by  way  of  investment  of  fortunes,  which 
absorbs  the  great  bulk  of  the  total,  there  remains  a residuum  afloat 
in  the  market  held  by  bankers,  by  the  Stock  Exchange,  and  others, 
for  what  may  be  called  purposes  of  business.  This  residuum  is 
available  together  with  the  general  mass  of  bills  and  advance  busi- 
ness, and  with  it  forms  an  aggregate  of  a more  or  less  definite 
amount.  Including  what  is  held  by  the  Bank  of  England,  the 
amount  of  such  Government  securities  in  the  open  market  may 
be  stated  at  75  millions.  The  bills  curi-ent,  even  at  the  present 
depressed  time,  may  be  stated  at  150  millions.  Now  whether  these 
figures  are  strictly  correct  or  not,  it  must  be  evident  to  all,  that  the 
latter  are  by  far  the  more  frequent  and  the  more  suitable  security. 
I then  may  state  nothing  extravagant,  if  I say  that  the  Bank  of 
England,  instead  of  holding  40  millions  of  Government  and  other 
stocks,  and  but  4 millions  of  bills,  should  hold  say  20  millions  of  the 
former,  and  22  millions  of  the  latter,  or  more  or  less. 

What  then  is  the  cause  which  seems  to  force  the  bank  into  this 

over-investment  in  Govemment  and  fixed  securities?  The  true 
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caui  e is  again  to  he  found  in  the  extremely  loiv  rates  of  interest  engen- 
dend  by  the  jmesent  system  of  reserve  of  notes. 

vVhen  the  rate  is  at  2 or  2|^,  and  Goyemment  securities  at  3 per 
ceni and  Other  securities  at  higher  rates  up  to  4^^  per  cent.,  are 
ava  lable,  it  follows  that  the  hank  prefers  to  invest  in  them.  The 
maihet  being  always  below  the  rate,  the  bank  even  invests 
inci  easing  deposits  in  more  Government  securities.  A reference 
to  ;he  accounts  will  show  that  the  Government  and  Other 
securities  (not  bills)  have  thus  gradually  increased,  keeping  pace 
wit  1 the  deposits,  whilst  the  margin  left  for  bills  has  scarcely 
altered.  There  are  certain  variations  in  the  amounts,  dependent 
on  movements  in  Exchequer  bills  and  other  claims.  The  bank, 
as  )efore  stated,  has  also  from  time  to  time  sold  Government 
securities,  and  for  the  purpose  of  meeting  dividends  and  other 
pay  ments,  a certain  degree  of  movability  has  been  maintained,  but 
thr(  'Ughout,  the  general  increase  of  these  purchased  securities  holds 
goo  ;1.  It  is  obvious  also  that  the  various  more  or  less  serious 
atttmpts  of  the  bank  (influenced  no  doubt  also  by  the  varied 
views  of  successive  changes  in  the  court  of  directors),  to  part  with 
a ] ortion  of  such  purchased  securities,  were  defeated  by  the 
ext  erne  variations  in  the  rate,  as  it  involves  contradiction.  For 
whi  n the  rate  is  at  2 and  2\  per  cent.,  the  proper  time  for  selling 
Go’'  ernment  securities  at  a good  price,  the  3 per  cent,  interest 
the  r bring,  deters  the  bank  from  selling.  On  the  other  hand, 
whi  m the  rate  rises.  Government  securities  fall  in  price  and  their 
salt  entails  losses.  Although  the  bank  has  subiuitted  to  them  on 
sev  ;ral  occasions,  it  must  necessarily  object  to  them.  The  whole 
business  has  therefore  drifted  into  its  present  position,  and  is 
acc  ipted  as  a matter  of  fate. 

A secondary  cause  arises  from  this  position.  The  Bank  of 
Enjfland  loses  control  over  the  discount  market,  or  rather,  such 
con  trol  as  it  is  entitled  to,  because  it  is  such  a weak  participator  in 
the  business.  As  I have  stated,  the  small  stock  of  bills  of  a couple 
of  millions  frequently  consists  only  of  discount  granted  to  current 
acc  )unt  customers  which  are  not  strong  enough  to  discount  outside, 
anc  for  weeks  and  months  the  bank  is  separated  from  the  great 
dis<  ount  business  of  the  market.  From  this  generally  limited 
stock,  60,000^.  to  loOjOOoZ.,  may  fall  due  per  day,  and  this  is  so 
smi  11,  that  bankers  and  others  may  take  it  up  from  the  odds  and 
ends  in  their  bills,  from  the  “between  stratum  ” of  money  before 
me;  itioned.  But  if  the  bank  held  a stock  of  2 2 to  2 5 millions  of 
< bill  5,  of  which  8oo,oooZ.  to  1,000,000/.  fell  due  per  day  on  the 

’ ave  .’age,  its  control  and  influence  would  be  quitt;  a different  thing. 

^ The  bank  could  then  insist  upon  parting  again  with  the  cash 

? rec  lived  on  its  own  more  effective  and  independent  terms  only. 
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I trust  that  I have  succeeded  in  showing  to  you  that  the  two 
great  anomalies  from  which  the  bank  suffers,  viz.,  the  insecurity  of 
the  bullion  in  the  issue,  on  the  one  hand,  and  the  peculiar  method  of 
investment  of  the  deposits  in  the  banking  department,  are  due,  in  the 
first  instance,  to  the  extremely  low  rates  of  interest.  Connected 
with  these  two  anomalies  are  a variety  of  other  incongruous  matters 
which  confuse  our  market,  but  space  is  wanting  here  to  trace  them. 
I contend  now  that  in  the  same  way  as  the  carrying  out  of 
Clause  2 according  to  its  wording  will  cause  a more  equable  state 
of  bullion  level  in  the  issue,  so  will  it  give  a different  complexion  to 
this  business  of  the  banking  department.  You  will  recollect  that 
under  this  clause  the  reserve  of  notes  would  disappear,  the  issue 
liabilities  would  be  simply  the  amount  of  notes  in  circulation  against 
bullion,  and  such  of  the  securities  as  would  be  required  to  fill  up 
the  difference.  I now  repeat  the  previous  account,  but  ask  permis- 
sion to  leave  out  bills  and  advances,  on  the  assumption  that  the 
bank  had  invested  everything  in  Government  securities  and  Other 
securities.  The  account  would  be  : — 


Notes  in  circulation 


7.  Issue  Department. 

& & 
Goyemment  securities  ....  — 

.8,300,000  Bullion 28,300,1 

28,300,000 


Banking  Department. 
£ I 


Capital 

Rest 

I4-533.000 

3>667,ooo 

Public  deposits  

Otlier  „ 

Seven  days’  bills 

400,000 

47,700,000 

Government  securities  .. 


£ 

28,600,000 


Other  securities 18,400,000 


Coin 


700,000 


47,700,000 


Beserve  of  issue,  1 5,000,000/. 

It  will  be  readily  admitted  that  if  with  this  position  the  bank 
is  not  anxious  to  get  rid  of  bullion  by  putting  the  rate  down, 
there  is  no  need  whatever  for  going  below  the  rate  of  3 per  cent, 
which  is  that  of  the  Government  securities.  Supposing  then  that 
more  notes  were  required  for  circulation,  or  what  is  practically  a 
similar  thing,  that  bills  were  offered  for  discount  for  the  with- 
drawal of  bullion  to  the  extent  of  3 millions.  Having  a reserve  of 
issue  of  15  millions,  of  which,  according  to  Clause  2,  it  can  make 
use  by  increasing  or  diminishing  the  securities  in  the  issue,  the 
bank  would  say  : We  have  invested  our  funds  in  securities  at  a 
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minunum  rate  of  interest  of  3 per  cent.,  if  you  will  give  us  more  than 
that  rate,  ive  will  bring  our  reserve  into  action,  place  3 millions  of 
securities  into  the  isstie,  and  take  your  bills  into  the  banicing  depart- 
mem  . 

\ 'he  account  would  then  appear,  i.e.,  in  the  event  of  reduction 
of  b ilHon,  as  : — 

8.  Issue  Department. 

£ 

Gorernment  securities  .... 

Note  i in  circulation  28,300,000 

28,300,000 


£ 

3,000,000 

25,300,000 

28^300,000 


Banking  Department. 

£ 

£ 

Capi  ai 

14.533.°°° 

Q-oTemment  securities  .... 

25,600,000 

Rest  

3.667.°°° 

Other  securities  

18,400,000 

Publ  c deposits  

Othe  r j,  

Bills  discounted 

3,000,000 

Seve:  i days’  bills 

47,700,000 

Coin 

7003000 

47,700,000 

Reserve  of  issue,  i2,oco,oooZ. 


!lut  now  the  problem  may  be  started,  suppose  a banker  with- 
dra'S'^s  say  £3  millions  of  his  balances.  This  would  mean  a decrease 
of  3 millions  in  the  Other  deposits  and  an  increas(!  of  £3  millions  in 
the  hrculation  of  notes,  the  one  liability  would  b(!  given  up  against 
the  other,  and  the  account.  The  bank  would  simply  transfer 
£3  ] nillions  more  of  its  securities  to  the  issue,  and  pay  the  banker. 
It  is  needless  to  say  that  the  latter,  unless  he  wants  to  amuse  him- 
self by  holding  £3  millions  of  notes  idle  in  his  till,  would  not  pass 
thes  3 notes  into  circulation,  ergo,  it  is  likely  that  he  would  soon  pay 
then  back  again.  The  case  would  be  simply  one  of  temporary 
incr  ;ase  of  circulation,  and  be  treated  on  the  same  principles. 

ilow  whether  there  is  an  increase  in  the  circulation  simulta- 
neoi-sly  with  a decrease  in  bullion  or  withdrawal  of  deposits, 
whe  dier  there  are  already  bills  discounted  and  temporary  advances, 
so  a s to  render  the  account  say  as  follows  : — 


Note  ? in  circulation 


9.  Issue  Department. 

£ £ 

Government  securities  ....  6,000,000 

29)30°)°°°  Bullion 23,300,000 


29,300,000 


29,300,000 


of  England  and  Various  other  National  Banks. 


\ 1^ 


Capital 

Banl'ing  Department. 

£ 

i4,533>ooo  Government  securities  .... 

£ 

21,900,000 

Rest 

3.667.°°° 

Other  securities  

12,100,000 

Public  deposits  

Bills  discounted 

9,000,000 

OfhpT*  

23,000,000 

Temporary  advances  

2,000,000 

Seven  days’  bills 

^ i d 

Coin 

700,000 

45,700,000  * 

45,700,000 

I tr 


Reserve  of  issue,  9,000,000?., 

I contend  that  the  9 millions  of  bills  and  the  2 millions  of  tem- 
porary advances,  should  not  have  entered  the  banking  department 
unless  at  a rate  higher  than  3 per  cent.,  that  all  contingencies,  with- 
drawal of  bullion  or  increase  of  circulation  through  discount  of 
bills  or  withdrawal  of  deposits,  might  hinge  upon  this  minimum 
rate.  And  this  contains  the  principle  and  the  true  practice  under 
which  an  issue  so  constituted  ought  to  be  handled. 

Examine  now  whether  there  are  any  contingencies  which 
would  induce  the  bank  to  lower  the  rate  below  3 per  cent.  The 
first  is  the  suggestion  that  bullion  might  exceed  even  the  amount 
in  circulation,  as  has  been  the  case  occasionally.  As  the  deposits 
cost  the  bank  nothing,  and  as  this  surplus  bullion  does  not  increase 
the  expenditure  of  the  issue,  I do  not  see  that  the  bank  need  lower 
the  rate,  it  may  as  well  allow  the  bullion  to  drift  away,  as  surely 
it  will,  without  pressure.  But,  it  will  be  said  here,  the  bank 
should  not  allow  the  bullion  even  to  be  at  the  level  of  the  circula- 
tion, for  then  it  makes  not  only  no  profit  on  the  issue,  but  loses 
the  expenditure.  This  question  must  now  be  closely  examined. 
It  can  be  shown  that  now  the  bank  loses  more  than  i20,oooZ.  on 
the  issue.  But  if  Clause  8 is  amended  in  the  way  I suggest, 
there  would  be,  at  the  full  cover  of  bullion,  no  fiduciary  issue,  and 
consequently  the  payment  to  the  State  of  195,000?.  would  be  sus- 
pended for  the  time.  There  would  remain  then  the  technical 
expenditure  of  the  issue,  which  may  be  stated  at  180,000/.  per 
annum.  Several  items  are  included  in  this  180,000/.  which  do  not 
properly  belong  to  it,  and  the  arrangement  generally  confers  great 
economy  on  the  banking  department,  which  would  not  otherwise 
be  the  case.  Assuming  that  150,000/.  be  the  true  cost,  it  would 
follow  that  the  bank  thus  has  at  its  disposal  a reserve  of  1 5 millions, 
which  cost  it  1 per  cent,  per  annum.  And  this  in  itself  is  a 
prodigious  advantage  over  all  other  banks,  with  which  the  Bank  of 
England  might  be  well  satisfied. 

I am  well  aware  it  might  here  be  said,  the  Bank  of  France  has 
adopted  the  rate  of  2 per  cent.,  and  maintained  it  for  a long  time. 
True,  but  the  Bank  of  France’s  position  is  a most  exceptional  one. 
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It  hjld  upwards  of  90  millions  of  bullion  (against  the  27  millions 
of  tie  Bank  of  England),  and  besides  this,  the  exchanges  continue 
so  SI  rongly  in  favour  of  France,  the  loss  on  its  note  issue  becoming 
so  si  :rious,  that  bullion  had  to  be  got  rid  of  at  all  costs.  Were  we  in 
Eng  'and  in  the  same  position,  I do  not  mean  to  say  that  we  might 
not  also  adopt  a lower  rate  than  3 per  cent.,  but  in  the  ordinary 
prac  tice  this  should  not  occur.  The  question  involved  is  in  reality 
one  if  fair  bullion  level  to  be  arrived  at.  It  must  be  borne  in  mind 
that  in  the  above  accounts  I have  assumed  the  full  amount  of 
bull  on  for  the  circulation,  in  order  to  simplify  the  matter.  I take 
the  [oo  per  cent,  bullion,  as  a starting  point,  it  is  the  safest  level  of 
bull;  on,  but  it  may  be  conceded  that  90,  or  80,  or  75  per  cent,  are 
prac  tically  as  safe  for  the  conversion  of  the  bank  note.  It  would 
be  f Dr  the  bank  itself  to  determine  the  point  at  which,  from  time 
to  ti  uie,  it  may  deem  it  prudent  to  uphold  the  percentage  of  bullion. 
Tho  ;e  who  watch  the  accounts  must  be  aware,  for  instance,  that 
duri  ag  the  last  two  or  three  years  the  bank,  in  view  of  the  German 
dem  ind  and  general  doubt  in  the  market,  has  wisely  aimed  at  a 
com  Daratively  higher  level  than  before.  At  a level  of  75  per  cent., 
for  instance,  in  a circulation  of  28  millions,  would  give  a margin  of 
7 m:  llions,  and  the  interest  earned  on  this  would  be  amply  sufficient 
to  CDver  the  expenditure.  And  as  we  all  know,  the  bank  is  not 
actuited  by  sordid  motives,  and  as  other  great  advantages  will 
aris(  from  this  to  both  bank  and  the  public,  I have  no  doubt  but 
that  the  bank  will  prefer  some  surplus  of  bullion. 

( )n  the  whole,  however,  it  will  be  understood  that  if  the  very 
low  rates  are  avoided,  there  will  be  no  need  for  extremely  high 
ratei . These  high  rates,  by  their  violent  action,  cause  the  violent 
over  attraction  of  bullion,  although  at  other  times  (as  at  present) 
slacl  ness  of  international  trade  may  contribute  to  the  return  of 
bulli  m here.  Under  the  less  spasmodic  action  which  the  proposed 
prac  iice  will  engender,  these  extremes  will  be  also  avoided,  and  a 
bett(  r general  level  can  be  relied  upon. 

I Whether  then,  as  I have  assumed  above,  the  bullion  be  100  per 
cent  or  less,  the  rule  that  3 per  cent,  should  be  the  minimum  rate 
remc  ins  the  same. 

T he  open  market  may  then  go  to  any  figure  of  interest  below 
3 pe  • cent,  without  the  bank  being  in  the  least  compelled  to  follow 
it.  [ have  explained  why  the  market  rates  must  always  be  some- 
wba'  below  the  bank-rate;  why,  according  to  the  intermediate 
strut  um  of  money,  the  market  rate  may  fall  lower  by  competition 
! amo  ig  the  lenders.  When  this  stratum  is  exhausted,  they  must 

I reve  -t  to  the  bank.  But,  it  may  here  be  asked,  when  the  bills  held 

I by  t le  bank  run  off,  how  will  it  obtain  new  bills  when  the  outside 


rates  are  lower  ? Here  the  difference  between  borrowing  and 
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banking  money  will  become  more  than  ever  apparent.  You  are 
aware  that  the  circulation  of  Bank  of  England  notes  for  the  time 
being  is  an  absolute  factor  in  the  general  system  which  brooks  no 
diminution.  A certain  definite  amount  must  be  had.  Now  if  out  of 
the  bank’s  stock  of  bills,  say  3 millions  fell  due,  and  notes  to  that 
extent  came  into  the  hands  of  the  bank,  out  of  a circulation  of 
28  millions,  leaving  25  millions,  the  3 millions  would  again  be 
requived  d tout  gji'ix.  The  bank  would  consequently  say : “If  you 
“ want  the  3 millions  of  notes  back  again,  you  must  give  me  first- 
“ class  bills,  and  you  must  pay  me  at  least  3 per  cent,  interest.”  In 
fact,  the  bank  might  say  : “ You  outside  people  make  all  sorts  of 
“ contracts  in  money’s  w'orth,  whether  such  money’s  worth  be  in 
“ stocks,  in  goods,  in  ships,  in  apples,  or  oranges,  and  call  this  the 
“ money  market.  By  certain  arrangements,  I am  made  chief  agent 
“ for  the  supply  of  current  money,  and  especially  privileged  by  law 
“ for  the  supply  of  notes.  I am  the  contractor  for  British  currency  ; 
“ you  may  do  what  you  like  among  yourselves,  but  if  you  want 
“ British  currency  (gold  for  export  or  notes  for  circulation),  you 
“ must  give  me  at  least  3 per  cent,  interest  for  it,  and  as  much 
“ more  as  I may  deem  proper  for  its  protection.” 

And  here  I bring  back  to  you  the  important  principle  of  “ con- 
“ sideration  ” involved,  which  under  the  present  system,  was  lost 
long  ago  by  the  immediate  investment  of  the  15  millions  in  the 
issue,  whereas,  by  the  proposed  plan,  this  “ consideration  ” would  be 
continually  alive,  and  would  be  used  so  as  to  suit  the  reality  of  the 
moment,  and  the  possible  altered  state  of  the  times  generally. 

The  statement  of  accounts  which  I last  submitted  to  you  shows 
that  there  were  as  assets: — 

£ 

Government  securities  23,900,000 

Other  securities  12,100,000 

Bills  discounted 9,000,000 

Temporary  advances  2,000,000 

Coin 700,000 


with  a reserve  of  issue  amounting  to  9,000,000?. 

Now,  although  this  shows  an  improved  state  of  things  as 
regards  bills,  yet  it  may  appear  to  some  that  a total  amount  of 
36  millions  of  purchased  securities  is  still  very  large,  and  there 
would  be  (referring  to  Account  No.  9)  6 millions  Government 
securities  in  the  issue.  In  fact,  as  you  recollect,  the  statement  was 
founded  on  the  assumption  that  almost  the  whole  of  the  assets  were 
of  this  character.  The  suggestion  might  now  be  made,  that  the 
bank  should  sell  say  5,  or  10,  or  more  millions  of  such  fixed  securities 
when  prices  are  suitable.  Having  done  so,  what  would  the  bank 
get  back  again  ? Would  it  be  obliged  to  offer  cheaper  rates  for 


44 


Sevd — Diagrams  Exhibiting  the  Positions  of  the  Banh 


bills  ? I maintain,  npon  wbat  I have  shown  before,  that  through 
the  right  of  issue  the  bank  could  insist  upon  having  bills  at  3 per 
cenl , or  at  such  a rate  above  it  as  it  would  deem  expedient. 

The  question  then  arises,  how  much  in  Govei’nment  and  other 
seci  rities  shall  the  bank  keep  ? I trust  no  one  thinks  me  pre- 
sun  ptuous  enough  to  prescribe  anything  of  the  kind,  but  I may  be 
periaitted  to  point  out  that  if  we  adhere  to  the  limit  of  15  millions 
of  ] Lotes  not  founded  on  bullion,  and  that  these  should  be  covered 
by  Government  security,  a total  amount  of  15  millions  w^ould 
prai  'tically  suffice.  That  the  bank  would  hold  more  occasionally 
resi  Its  from  its  dealings  with  the  State.  The  bank’s  investments 
in  c Dlonial,  raihvay,  and  other  matters  are  a delicate  matter  to  deal 
wit  i,  but  I should  say  that  the  amount  might  be  reduced.  Permit 
me,  therefore,  to  suggest  that  an  account  as  follov  s might  represent 
whj  t I may  call  a “ fair  ” state  of  matters  : — 


10.  Issue  Department. 

£ 

£ 

Government  securities  .... 

b 

0 

0 

b 

0 

0 

Not  in  circulation  

....  28,000,000  

23,000,000 

28,000,000 

28,000,000 

Banking  Department. 

£ 

£ 

Cap  tal 

^4j533)Ooo  Government  securities  .... 

13,000,000 

Kesi  

3,667,000  Other  securities  

10,000,000 

Pub  ic  deposits  

c;, 400, 000  Bills  discounted 

23,000,000 

0th  fr  „ 

...  26,000,000  Temporary  advances  

3,300,000 

SeTtn  days’  bills 

....  400,000  Coin 

700,000 

50,000,000 

50,000,000 

Reserve  of  issue,  io,ooo,oool. 

Rate  of  interest,  4 per  cent. 

[t  is  understood  of  course  that  this  account  may  greatly  vary. 
The  re  may  be  more  notes  in  circulation,  more  or  less  deposits,  &c. 
I ai  1 satisfied  that  besides  the  greater  peace  in  our  money  market, 
the  Bank  of  England  itself  would  make  much  larger  profits. 

For  the  purpose  of  showing  the  altered  state  of  things  in  a 
gra  jhic  form,  I have  prepared  a diagram  headed 

Illustratiom  of  Action. 

1 Jucler  the  present  interpretation  Under  the  proposed  interpretation 

of  Clause  2.  of  Clause  2. 

and  ranged  a number  of  accounts  under  cash  heading.  On  the 
left  side.  No.  1 represents  a fair  state  of  matters  at  the  bank  with 
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9 millions  of  idle  notes,  and  interest  at  4 per  cent.  No.  2 shows 
how  increase  of  deposits  leads  to  a partial  increase  in  purchased 
securities  and  bills.  No.  3 shows  an  increase  in  bullion  and  reserve, 
a corresponding  decline  in  bills,  and  a rate  of  2 per  cent.  No.  4, 
the  rapid  decline  in  bullion  and  spasmodic  increase  of  bills  -with 
interest  at  10  per  cent.  No.  5 shows  how%  at  such  times,  the  bankers’ 
(and  other)  deposits  increase,  and  how  the  bank  itself  discounts 
more  bills  with  their  balances.  No.  6 shows  the  rapid  accumulation 
of  bullion,  the  sudden  great  rise  in  the  reserve,  and  the  decline 
of  interest  again  to  2 per  cent.,  and  the  withdrawal  of  the 
assistance  the  bank  has  had  through  more  deposits.  No.  6,  shown 
as  a broader  strip,  then  shows  the  state  of  account,  when  the  whole 
15  millions  are  in  reserve,  and  the  bills  at  their  usually  lo’w  state, 
and  interest  again  at  2 per  cent.  Under  “ Proposed  Interpreta- 
“ tion  of  Clause  2,”  the  broad  strip  No.  8 now  represents  the  state 
of  accounts,  showing  the  issue  securities  in  the  banking  department. 
This  real  state  shows  the  overwhelming  mass  of  purchased  secu- 
rities in  blue,  and  the  small  margin  of  bills  and  advances  at  the  top. 
This  is  the  state  when  the  rate  of  interest  ought  not  to  be  below 
3 per  cent.  At  the  bottom,  the  red  line  shows  the  reserve 
of  issue,  apart  from  the  account,  as  the  extra  item  of  asset 
above  the  others,  for  the  case  of  need  or  “occasion.”  No.  9 
demonstrates  how  the  disposal  of  10  millions  of  fixed  securities, 
out  of  the  42  millions,  and  the  withdrawal  at  the  same  time 
of  5 millions  of  bullion,  would  place  the  same  amount  of 
Government  securities  into  the  issue,  increasing  bills,  on  a rate 
possibly  of  4 per  cent.  Nos.  10  and  11  show  the  disposal  of 
another  10  millions  of  fixed  securities,  leaving  22  millions,  and 
carries  the  action  on  wdth  more  deposits.  No.  12  shows  a rise  of 
bullion  to  full  level  and  diminution  of  bills,  the  rate  reaching  its 
minimum  of  3 per  cent,  again.  No.  13  shows  a presumed  with- 
drawal of  bullion,  a rate  of  6 per  cent,  and  more  bills.  No.  14 
finally  shows  the  increasing  business,  and  a fair  state  of  future 
accounts  at  rates  between  3 and  4 per  cent.  A thorough  investiga- 
tion of  what  is  at  work  in  all  this  may  show  that  these  diagrams  do 
not  rest  on  mere  assumptions.  They  give  a fair  representation, 
although  rates  and  amounts  may  differ  in  actual  practice,  and  accord- 
ing to  the  circumstances  of  the  moment ; but  they  clearly  show  the 
margins  of  independent  reserve  of  issue  left,  the  more  regular 
state  of  bullion  and  interest,  and  the  naturally  larger  acquisition  of 
active  business  in  bills  and  advances,  still  leaving  a good  stock 
of  Government  and  Other  securities.  It  is  my  opinion  that  if 
Clause  2 is  acted  upon,  there  will  be  even  better  results  than  are 
here  hinted  at  by  these  diagrams. 

It  may  be  necessary  for  me  here  to  allude  to  the  transfer  of 
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the  securities  between  the  issue  and  banking  department,  so  as  to 
avo  d this  matter  being  made  a point  to  cavil  at.  Originally  these 
sec\  I’ities  were  “ transferred  ” from  the  banking  to  issue,  and  their 
diminution  and  “increase  again”  within  the  limit  of  15  millions 
nati  irally  implies  the  same  process.  I do  not  know  w'hether  the 
bans  keeps  the  3,987,100/.  “ Other  ” issue  securities  in  a special 
cupboard,  but  the  11,015,100/.  Government  debt  is  a book-debt,  and 
can  lot  be  so  locked  up.  Many  people  have  suggested  that  the 
Go’  ernmeut  should  repay  this  debt,  or  convert  it  into  consols. 
Neither  is  necessary;  it  is  not  a vital  point  at  all,  and  as  we  agree 
tha  some  such  amount  as  1 5 millions  might  be  kept  in  Government 
seci  .rities  at  the  bank,  the  “ passing  ” of  the  wdiole,  or  part  of  them, 
bec<  tmes  a matter  of  book-keeping  in  such  a form  as  will  satisfy  the 
“ separation  ” of  the  issue  from  the  banking  department. 

Those  who  are  willing  to  understand  the  whole  case,  may  now 
alsc  see  that  although  the  limit  of  £ 1 5 millions  of  note  issue  on 
seci  iritics  is  assumed  here  as  being  sufficient,  yet  that  there  might 
be  : lO  harm,  if  in  accordance  with  increase  of  population  and  other 
ma-  ters,  that  limit  was  increased  to  £17  or  £20  millions;  not  that 
this  is  asked  here,  for  the  whole  Act  is  to  remain  as  it  is.  Clause  8 
onl  ’ requiring  amendment,  but  at  some  future  time  the  question  of 
mo  e allowance  might  be  raised.  The  great  secret  lies  in  the 
woids;  Do  not  use  your  issue  alloicance  at  once,  from  the  very 
heg  nning,  hut  only  so  much  of  it  as  is  absolutely  n guired,  holding  the 
rest  intact  as  issiie  in  reserve,  and  when  this  principle  is  acted  upon, 
the  “limit”  is  in  reality  a matter  of  secondary  consideration. 


I now  venture  to  ask  you  to  review  what  I have  laid  before  you 
in  ] eference  to  the  Bank  of  England,  and  whether  I have  with  some 
de^  ree  of  consistency,  concentrated  my  case  u])on  the  nice  point 
inv  jived.  The  whole  problem  of  the  Bank  of  England  issue  has 
bee  a fought  over  ever  since  1847.  The  wildest  schemes  have  been 
suggested  by  way  of  substitute  for  it.  Painful  inquiries  having 
led  to  no  result,  and  the  principles  of  the  Act,  in  its  limitation  of 
the  issue,  being  thoroughly  sound,  the  majority  of  thinking  and 
prrdent  men,  in  their  faith  in  these  principles,  have  come  to  the 
cor  elusion  that  nothing  more  can  be  done,  whilst  the  practice  of 
the  directors  of  the  bank  has  settled  into  a distinct  form,  wherein 
the  ir  wisdom  does  the  best  that  can  be  done.  Yet  every  day  shows  us 
tha  t there  is  something  that  does  not  fit.  It  is  the  case  of  a splendid 
pie  je  of  machinery  with  a flaw  in  one  apparently  unimportant  part. 
I • ake  this  stand- point,  and  instead  of  proposing  some  heroic 
rev  olutionary  remedy,  I say  to  you : the  Act  is  pierfect  in  its  way — 
am  md  only  Clause  8,  so  as  to  set  free  this  hitch  as  to  Clause  2.  I 
am  satisfied  that  the  logician  and  mathematician  will  at  once  under- 
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stand  that  which  is  involved  in  {he  fault  of  keeping  an  allowance 
intended  to  regulate  its  accompanying  factor  at  tlie  same  amount 
at  all  times,  as  minimum  and  maximum  combined  so  to  speak. 
Others  may  appreciate  this  matter  from  what  I have  said  respecting 
contraction  and  expansion.  As  to  the  practical  effects,  “the 
“difference  this  would  make,”  both  as  to  bullion,  and  the  different 
results  in  the  banking  department,  I may  have  furnished  material 
enough  to  convince  others  of  the  validity  of  the  matter. 

Supposing  then  that  this  validity  were  recognised  to  some 
extent,  and  that  Clause  2 itself  required  amendino".  Lcavino'  the 
limit  at  1 5 millions,  would  it  not  be  a prudent  thing  to  say : This  is 
our  limit,  vre  cannot  go  beyond  it,  for  at  certain  times  even  this  limit 
may  be  too  much,  and  utterly  defeat  the  object  aimed  at  ? Let  us 
therefore  amend  Clause  2,  so  as  to  make  the  issue  pliable,  as  a still 
greater  safeguard.  But  as  I have  shown,  this  amendment  is  not 


necessary,  for  Clause  2 already  contains  this  proviso  for  “ dimi- 
“nution,”  and  “increase  again”  in  distinct  words,  which  cannot  bear 
any  other  construction  than  that  here  put  upon  them.  I then  point 
out  to  you  that  Clause  8 is  in  conflict  with  Clause  2,  and  ask  that 
this  be  amended  only.  And  even  if  you  ignore  all  that  has  been  said 


in  reference  to  the  principles  involved,  I claim  that  this  ought  to  be 
done  as  a mere  point  of  order,  so  as  to  supply  what  may  be  called 
a clerical  omission  on  the  part  of  the  person  who  drafted  the  Act, 
for  the  “ diminution  ” in  Clause  2 — however  remote  it  might  appear 
— whatever  different  construction  others  may  put  upon  it,  ought  to 
be  followed  by  a proviso  for  diminution  in  Clause  8.  I suggest 
then  that  for  the  words  of  Clause  8,  beginning  with  “ And  be  it 
“ enacted,  &c.,”  and  ending  with  “the  annual  sum  of  180,000/.,” 
there  be  substituted,  “ And  be  it  enacted  that  from  and  after  the 
“ day  of  , the  payment  of  the  annual  sum  of  180,000/., 

“ made  by  the  said  Governor  and  Company  under  this  clause  here- 
“ tofore,  shall  cease,  and  in  lieu  thereof,  in  consideration  of  the  pri- 
“ffilege  of  exclusive  banking,  and  during  the  continuance  thereof, 
“ but  no  longer,  the  said  Governor  and  Company  shall  deduct  and 
“ allow  to  the  public  from  the  sums  now  payable  by  law  to  the  said 
“ Governor  and  Company  for  the  charges  of  management  of  the 


“ public  debt,  a sum  of  money  equal  to  the  rate  of  z\  per  cent,  per 


“ annum  on  such  amounts  of  notes  issiied  on  securities  from  the  issue 
“ to  the  hanking  department,  under  the  provisions  of  Clause  2 of  this 
“ Act,  from  week  to  week  (or  day  hy  day?).”  Any  other  rate  than 
2|  per  cent,  might  be  determined  upon. 

This  then  is  the  point  which  in  this  splendid  machinery 
requires  adjustment.  The  question  might  be  asked : Is  there  any 
absolute  need  for  this ; cannot  the  bank  carry  out  Clause  2 without 
reference  to  Clause  8 ? It  would  be  most  unfair  to  demand  this, 
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for  btere  should  bo  a clear  motive  of  interest  in  all  such  matters. 
13  lit  there  is  a more  weighty  reason  why  Clause  8 should  be  so 
nme  nded.  Bo  it  frankly  stated,  that  among  the  directors  of  the  bank 
theic  are  several  leading  gentlemen,  who  during  the  thirty  years  of 
exis  tence  of  the  present  system  have  become  so  orthodox  as  to  the 
per;  onal  and  other  practices  involved,  that  they  are  likely  to  refuse 
to  ‘ see  ” this  case,  and  if  asked  by  the  Government,  may  pooh, 
poo  1 the  matter.  If  the  Government  rose  superior  to  this,  and 
nnn  nded  Clause  8,  it  would  not  in  the  least  lay  itself  open  to  the 
cha-ge  of  interfering  with  the  policy  of  the  bank  directors;  it 
vvoi  Id  leave  them  the  option,  and  it  is  but  reasonable  to  suppose 
tha-  they  would  see  the  profit  and  loss,  and  act  in  accordance  there- 
wit  i.  The  Government  would  do  no  more  than  set  right  a law,  and 
by  I o doing  it  would  perform  a legal  and  easy,  but  also  a graceful 
sen  ice,  for  the  purpose  of  helping  the  whole  of  this  business  over 
the  style.  The  budget  would  not  suffer  from  this  change,  but 
woi  Id  derive  more  from  the  average  of  its  share,  and  the  bank’s 
gre:  der  profit  would  soon  be  manifest.  But  far  beyond  this,  our 
money  market  would  become  more  peaceful,  the  mutual  relations 
woi  Id  be  better  understood,  and  our  commerce  become  more  re- 
guL  .r.  Indeed,  as  our  money  market  leads  that  of  the  world,  there 
woi  Id  be  greater  peace  and  greater  regularity  in  the  foreign 
juai  kets,  to  the  better  advantage  of  our  own  interests.  I conceive 
tha'  at  this  time  especially,  when  the  international  valuations  are 
und  ergoing  a kind  of  revolution,  when  the  conditions  under  which 
bah  nces  of  trade  have  hitherto  arisen,  appear  to  operate  in  different 
dire  ctions,  we  ought  to  apply  all  our  fair  science  and  common  sense 
tow  irds  the  refinement  and  better  adjustment  of  the  important 
Bub  ect  here  under  consideration. 
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Mr,  R.  B.  Martin  said  he  should  like  to  ask  Mr.  Seyd  whether 
any  of  the  foreign  State  banks,  whose  statistics  were  exhibited, 
received  money  on  deposit  at  interest,  because  if  they  did  so,  it 
would  make  a very  great  difference  in  comparing  their  position  with 
those  banks  that  did  not  do  so.  Of  course  eveiybody  was  aware 
that  there  were  two  great  functions  of  banking  : the  one  was  the 
keeping  the  current  accounts  for  customers,  paying  the  amount  of 
their  balances  against  cheques,  aud  making  a profit  out  of  the 
average  amount  of  permanent  balance.  The  other,  which  had 
sprung  up  in  England  in  comparatively  late  years,  was  that  of 
largely  receiving  money  on  deposit  at  interest.  The  convenience  of 
this  system  was  very  great,  aud  enabled  persons  wishing  temporary 
employment  of  a sum  of  money  to  receive  back  the  identical  sum 
with  a certain  amount  of  profit  on  it,  Avithout  finding  that  it  ivas 
like  stocks,  or  even  Government  security,  liable  to  fluctuation  in 
value ; so  that  the  interest  his  money  had  earned  him  might  be 
taken  away  by  depreciation  of  the  capital  Avhen  he  wished  to 
realise  his  security.  All  joint  stock  banks  had  developed  this  to  a 
very  large  extent.  The  Bank  of  England  had  not  done  so ; and 
of  course  this  consideration  would  make  the  greatest  difference  in 
the  figures  in  any  comparative  table  of  the  Bank  of  England, 
Avhether  compared  ivith  joint  stock  banks  in  England  or  Avith  the 
foreign  State  banks,  if  they  receiA’e  money  at  interest  or  trans- 
acted business  of  a decidedly  different  character.  There  was 
another  question  he  should  like  to  ask : that  was,  as  to  the  profits 
made  by  the  Bank  of  England,  compared  with  those  of  other 
similar  banks.  He  Avould  ask  whether  the  Bank  of  England  had 
given  its  shareholders  an  equal,  a greater,  or  less  profit  per  cent, 
than  banks  of  a similar  class  in  other  countries. 

Mr.  TIeaa’MAECH,  E.R.S.,  delivered  a speech  of  some  length  in 
reply  to  Mr.  Seyd’s  paper,  Mr.  NeAvmarch  most  fully  admitted  the 
labour  and  ingenuity  displayed  by  Mr.  Seyd,  but  he  dissented 
entirely  from  the  argument  and  conclusions  of  the  paper.  Mr. 
Newmarch  did  not  consider  that  the  Act  of  1844  in  the  least 
admitted  the  new  reading  proposed.  And  supposing  the  ncAv 
reading  to  be  admitted,  Mr.  NeAvmarch  was  quite  unable  to  see 
that  it  would  give  the  relief  which  Mr.  Seyd  set  forth  so 
elaborately.  (For  a further  account  of  Mr.  Kewmarch’s  speech,  see 
“ Additional  Remarks”  at  the  end.) 

Mr.  Doxset,  referring  to  the  difficulty  pointed  out  by  Mr.  TiTeAv- 
march,  that  a bank  in  a time  of  panic  would  huA’c  in  meeting  a cheque 
for  3|  millions,  v.'hen  it  had  only  500,000/.  of  bullion,  said  that  if  ho 
understood  Mr.  Seyd  aright,  he  would  meet  the  difficulty  bA' 
transferring  3-2'  millions  of  the  1 5,000,000/.  Government  securities  to 
the  asset  column  in  the  issue  department;  and  upon  that  he  Avould 
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hare  a right  to  issue  3,500,000^.  of  notes.  He  would  then  transfer 
th  I on  to  the  banking  department ; and  instead  of  Government  seeu- 
rit  es  he  would  put  as  one  of  his  assets,  15,000,000/.  of  notes.  There 
wc  uld  then  be  no  diffieultj  in  meeting  the  chei][ue  for  millions, 
wl  ieh  would  be  obtained  in  notes.  If  the  notes  were  wanted  to 
ob  ain  bullion,  they  could  be  sent  back  to  the  issue  department,  and 
tho  gold  and  silver  bullion  would  be  exchanged  for  notes  and 
ca;  hed  out  of  the  28,000,000/.;  so  much  as  was  necessary  being 
trf  usferred  from  the  issue  department  to  the  other  department.  It 
set  med  to  him  that  ]\Ir.  Xewmai’ch’s  admirable  speech  had  not  in 
th  s point  invalidated  Mr.  Seyd’s  conclusions.  The  course  he  had 
int  icated  would  furnish  the  reply  he  would  ailopt  if  he  were  in 
M '.  Seyd’  s position. 

Mr.  Giffex  said  that  the  last  speaker  had  overlooked  that  in  the 
ca  .e  supposed  the  bank  would  be  dealing  with  the  account  as  if  it 
rc’  nained  in  the  old  form,  whilst  Mr.  Seyd  was  arguing  for  a new 
stj  te  of  things.  He  wished  to  call  Mr.  Seyd’s  attention  to  one  or 
tw  0 points  which  he  desired  to  be  cleared  up  in  reference  to  the 
dii  o-rams.  One  was  with  reference  to  the  Bank  of  EnMand  refusing 
in;  ormation  as  to  its  discounts  and  advances.  He  thought  that 
M •.  Seyd  had  attacked  the  Bank  of  England  very  severely  on  this 
po  nt.  There  was  also  an  impression  abroad  that  the  Bank  of 
El  gland  had  not  given  to  t'he  House  of  Commons  that  information 
wl  ich  Mr.  Seyd  alleged  had  been  asked  for  many  years,  and  he  also 
as!  umed  that  that  information  had  been  asked  for  last  year  ; but — 
fo]  what  reason  he  (Mr.  Giffen)  could  not  tell — last  year  the  House 
of  Commons  did  not  ask  for  the  information  as  to  those  discounts 
an  1 advances.  The  Bank  of  England  may  say,  “We  made  a return 
as  far  as  the  House  of  Commons  'wanted,  although  not  a complete 
re’  urn  of  the  discount  and  advances ; it  has  not  asked  for  them.” 
!M; . Seyd  conveyed  the  idea  that  the  Bank  of  England  had  refused 
to  obey  the  order  of  the  House  of  Commons  ; but  this  was  not  the 
fa(  t.  The  other  point  he  -wished  to  remark  upon  -was  Mr.  Seyd’s 
co:  nparison  of  banking  in  this  country  w’ith  that  of  foreign  countries. 
Hi  had  represented  quite  truly  that  the  amount  of  wealth  in  the 
rei;  pective  countries  was  not  to  be  measured  by  the  extent  of  bank- 
iii(  •.  So  tar,  there  was  a much  larger  amount  of  money  in  pro- 
po  ’tion  in  the  hands  of  banks  in  this  country  than  there  was  in 
foi  aign  countries  ; but  Mr.  Seyd  held  that  in  foreign  countries  there 
wss  much  more  banking  as  compared  with  banking  in  this  country 
th;  .11  -R-as  sometimes  supposed.  In  one  part  of  tht;  paper  it  -w’as  stated 
thi  t in  London  there  were  eighteen  joint  stock  banks,  with  14  mil- 
lio  is  of  capital  and  thirty-six  ])rivate  bankers  : in  Paris  there  -were 
tw  iuty-one  joint  stock  banks,  -with  16  millions  of  capital,  and  twenty- 
sij  large  private  bankers.  He  should  like  to  aslv  Mr.  Seyd  whether 
thise  figures  really  gave  any  idea  whatever  of  -what  banking  was  in 
Lc  udon  at  the  present  moment.  Hid  he  include  in  these  eighteen 
joint  stock  banks  any  of  those  numerous  Anglo- foreign  and  Anglo- 
co  onial  banks  ? There  "were  betw’een  t"vventy  and  thirty  such, 
mnny  of  them  having  large  deposits  and  doing  a large  business.  In 
a I omparison  between  England  and  France  and  other  countries,  that 


on  Mr.  Solid's  Paper. 


51 


wonderful  growth  of  provincial  banking  which  obtained  in  this 
I country,  and  to  which  there  was  nothing  similar  in  continental 

f countries,  ought  to  be  taken  into  account.  The  other  curious  point 

was,  that  there  were  no  statistics  in  the  paper  as  to  the  Imiks  in  the 
United  States.  Although  there  might  not  be  in  the  States  a State 
i bank,  there  were  certainly  national  banks,  as  to  which  a great  deal 

I '*'*  of  information  was  obtainable  from  the  comptroller  of  the  currency. 

The  national  banks  in  Xew  York,  according  to  the  American  bank- 
ing law,  were  in  a special  position,  and  the  aggregate  of  them  might 
be  treated  specially  for  this  i»urpose.  ' He  thought  that  IMr.  Seyd 
would  have  added  very  much  to  the  value  of  his  diagrams  if  he  had 
given  some  information  as  to  these  American  banks.  He  had  only 
to  add  the  expression  of  his  admiration  as  to  the  manner  in  which 
]\Ir.  Seyd  had  given  his  information. 


j\lr.  Setd,  in  reply  to  the  several  questions,  stated  that  the 
diagrams  exhibited  the  various  amounts  of  deposits  on  which  the 
banks  cither  paid  interest  or  not.  The  greater  part  of  the  deimsits 
of  the  Beiclisbank  are  balances  free  of  interest.  The  Austrian 
bank  has  but  few  deposits,  the  mortgage  letters  issued,  on  which 
interest  is  paid,  take  their  place.  The  Bank  of  Russia  does  not 
state  what  portion  of  the  accounts  to  its  debit  carry  interest.  As  to 
the  profits  of  these  banks,  they  were,  generally,  larger  than  ours. 
In  1850  and  1857  the  Bank  of  France  paid  a dividend  of  27  per 
cent.  It  was  the  most  independent  of  all  banks,  and  paid  a tax  on 
the  issue  of  notes,  but  the  State  does  not  otherwise  share  in  the 
profits.  On  the  note  issue  there  is  now  a loss.  The  Reichsbank 
first  pays  a fixed  rate  of  4^  per  cent,  to  the  shareholders,  then  after 
adding  20  per  cent,  of  the  balance  to  reserve  fund,  the  rest  is  divided 
between  shareholders  and  the  State.  In  the  United  States  there 
was  no  central  bank,  and  although  some  kind  of  statement  might 
have  been  made  from  taking  all  the  banks  together,  yet  nothing 
like  unity  of  action,  so  important  in  the  question  of  valuation, 
could  be  demonstrated  therefrom.  The  American  treasury  had  its 
own  sphere  ol‘  action  apart  from  the  banks.  To  give  the  example 
of  a single  State  bank,  whose  issue  was  under  the  Federal  law, 
could  serve  no  purpose.  As  regards  the  refusal  of  the  Bank  of 
England  to  give  the  amount  of  bills  discounted,  IMr.  Giffen  was 
right  in  saying  that  the  return  had  not  been  asked  fur  by  Parlia- 
ment, but  the  matter  amounted  to  almost  the  same  thing.  The 
member  of  Parliament  who  last  moved  for  the  returns,  was  told  by 
the  Chancellor  of  the  Exchequer,  that  the  bank  would  refuse  to 
give  these  items  in  future,  and  that  he  could  not  compel  it  to  do  so, 
unless  by  bringing  the  matter  specially  before  the  House.  "What- 
ever construction  might  be  put  upon  this,  it  remained  a singular 
fact  that  the  bank  should  act  in  this  way.  As  regards  the  main 
question  here  under  consideration,  viz.,  the  Bank  of  England’s  issue 
under  the  Act  of  1844,  and  that  which  he  had  laid  before  them, 
the  only  strong  opponent  seemed  to  be  Mr.  Xewmarch.  Mr. 
Xewmarch  did  not  seem  to  follow  his  meaning,  but  if  he  (Mr.  Seyd) 
had  had  the  opportunity  of  reading  the  rest  of  his  paper,  he  would 
have  explained  many  matters  which  must  now  remain  in  abeyance 
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rrtil  the  paper  had  been  fully  read,  and  several  of  the  points  alluded 
to  would  have  been  made  clear,  lie  trusted  that  those  present 
w(  uld  not  be  influenced  by  the  mere  sayings,  complimentary  or 
ot  lerwise,  uttered  by  i\lr.  Newmai’ch : j)hrases  such  as  “ finding  a 
mi  re’s  nest,”  and  “going  on  a wild  goose  chase,”  ])rove  nothing, 
an  1 are  not  statistical;  figures  must  be  used.  Mr.  Newmarch  had 
en  leavoured  to  back  such'  phrases  by  going  into  figures,  and  as  they 
had  heard,  and  as  he  (Mr.  Seyd)  had  antieiiriled,  Mr.  Newmarch 
had  got  himself  into  a muddle.  The  gentleman  opposite,  Mr.  Doxey, 
wlioni  lie  had  not  the  pleasure  of  knowing  previously,  seemed  to  have 
fu  ly  understood  the  case,  and  had  iiractically  rebuked  iMr.  Newmarch 
fo  'him.  In  reference  to  the  cpiotation  from  the  paper  made  by 
thi  latter  o-entlemau,  as  to  the  distinction  between  a reserve  of 
m tes  and  a reserve  of  issue,  which  many  seemed  to  have  misun- 
de -stood,  he  (Mr.  Seyd)  maintained  that  the  great  evil  from  which 
th } banking  interest  suffered,  was  the  great  vaiaation  in  the  rates 
of  interest  caused  by  the  difiicLdty  which  the  bank  had  in  retaining 
a , .ufficient  or  more  regular  level  of  bullion  in  the  issue,  and  that 
th  s was  chiefly  owdng  to  the  unduly  low  rates  of  interest  and  the 
<nneral  uncertain  effect  of  the  totally  useless  and  nuschievous 
surplus  of  notes,  falsely  called  “reserve,”  A\hich  drove  bullion 
a\  'ay.  Mr.  Newmarch  had  stated  that  the  whole  of  the  Act  of  1844 
hfd  been  considered  over  and  over  again  in  Sir  ilobert  Peel’s  time, 
ai  d since.  No  doubt  it  had  ; but  in  all  the  discussions  at  the  time 
ai  d after,  there  did  not  appear,  beyond  that  which  he  (Mr.  Seyd) 
pf  referred  to,  any  allusion  ivhatever  to  that  pai*t  of  Olause  ^ 
re  Ferring  to  the  diminution  of  the  issue  when  occasion  arise.s.  That 
S r Robert  Peel  himself  was  not  very  clear  in  his  mind  on  this  point, 
hi  d already  been  stated,  and  he  ivas  obviously  misled  by  the  suppo- 
si  ion  that  the  circulation  of  notes  on  securities^  would  not  depart 
g eatly  from  an  average  of  ii  millions.  iMr.  Newmiarch  was  not 
ei  titled  to  say  that  the  subject  had  been  fully  discussed,  and  as  the 
ri  ports  were  available,  he  ought  to  have  furmslied  eiidencc  to  that 
elect.  Hoivei'er,  we  had  to  deal  with  the  huv  as  it  stood,  and 
w letlier  it  was  Sir  Robert  Peel’s  doubt  which  originated  the  ivords 
ir  question,  there  they  stood  in  Clause  2,  as  evidence  at  all  eimnts 
oi  his  instinctive  wisdom.  They  bear  no  otlur  construction  than 
tl  at  here  put  upon  them,  and  ho  (Mr.  Seyd)  earnestly  requested  the 
fi  11  reading  of  his  paper  so  as  to  bring  this  point  out  and  its  effects 
lu  ore  clearh'.  In  conclusion,  Mr.  Seyd  again  urged  the  full  reading 
ol  his  paper  and  the  consideration  of  the  diagrams  upon  those 
].  esent!  The  point  was  a subtle  one,  but  the  ivhole  problem 
a]  i|)cared  to  depend  upon  some  such  subtlety. 
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In  the  foregoing  account  of  the  discussion,  the  speech  made  by 
Mr.  Neivmarch  appears  in  a small  and  insufficient  paragraph  for 
the  following  reason  : — It  is  the  custom  of  the  Statistical  Society 
to  forward  the  shorthand  writer’s  notes  to  each  speaker  for  the 
correction  of  his  speech  to  be  printed  in  the  Journal.  It  w'ould 
seem  that  Mr.  Neirmarch  has  elected  not  to  have  his  speech 
reported  at  length  as  he  uttered  it,  and  it  is  likely  therefore  that 
the  reader  may  not  understand  the  full  raison  d'etre  of  th. 
remarks  made  by  Mr.  Doxsey  and  by  myself  in  answer  thereto. 
Mr.  Newmarch  began  paying  compliments  to  the  diagrams  and 
paper,  and  then  declared  that  the  proposal  contained  therein 
involved  the  finding  of  a “mare’s  nest”  and  a “ w'ild  goose  chase.” 
This  style  of  argument  is  very  much  in  vogue  among  London 
economists — of  its  statistical  value  I need  not  say  anything.  It 
might  be  admitted  as  legitimate,  if  the  speaker  in  the  course  of  his 
speech  proved  by  distinct  figures  and  arguments  that  the  author  is 
in  the  wrong.  Mr.  NeAvmarch  endeavoured  to  do  this  by  putting 
the  problematical  case  of  a withdrawal  of  £3!  millions  of  deposits, 
with  the  object  of  showing  that  under  the  plan  suggested  by  me, 
there  would  be  no  reserve  available  for  such  a purpose.  Preparing 
for  this  result  with  all  the  partly  jocose  by-play  with  which  a 
facile  speaker  and  highly  respected  authority  can  ornament  his 
words,  he  developed  the  case  of  the  withdrawal  of  the  millions, 
but,  arriving  at  the  final  point,  stopped  short  rather  suddenly.  In 
other  words,  Mr.  Newmarch  got  into  what  I subsequently  called  a 
“muddle.”  He  probably  saw  that  the  very  point  he  wanted  to 
make  was  my  point,  namely,  that  by  the  transfer  of  £3^  millions 
of  securities  from  the  Banking  to  the  Issue,  out  of  the  £15  millions 
allowed,  the  case  would  be  fully  met,  and  that  it  was  applicable  to 
withdrawals  of  deposits,  of  notes,  or  of  bullion,  or  any  case  that 
could  possibly  arise. 

The  criticism  w-hich  Mr.  Newmarch  thus  passed  upon  the  paper 
submitted,  w'ould  seem  all  the  more  extraordinary,  because  in 
principle,  as  well  as  in  practical  effect,  the  course  recommended 
by  Mr.  NeAvmarch  himself  does  not  greatly  differ  from  my  sug- 
gestion. Mr.  Newmarch  endeavoured  to  show  that  under  my  plan 
there  would  be  no  reserve  of  notes,  and  in  putting  his  proposal  as 
to  the  sudden  withdrawal  of  £3^  millions  of  deposits  or  notes,  he 
put  precisely  the  same  case  that  would  occur  under  his  own  sug- 
gestion. Mr.  Newmarch  recommends  that  the  old  form  of  account 
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shculd  be  readopted,  the  two  divisions  of  issue  department  and 
bai  king  department  being  joined  into  one.  The  present  method  of 
accDunt  being  for  example  (1st  September,  1875  ) : — 


Is  O'  es  issued 


Jsstie  Department. 

£ 

Gorermuent  securities 
43,000,000  Other  „ 

Bullion  


43,000,000 


£ 

1 1,01 5,100 

3,984,900 

28.000. 000 

43.000. 000 


BaiA'ing  Department. 
£ 


Cap  tal 

14,533,000 

Ee^  

3,467,000 

Pul  lie  deposits  

4,000,00c 

Prr  ate  „ 

Sev  n days’  bills 

47,700.000 

Government  securities  . 
Other  ,, 

T^otes  in  reserve  ... 

Coin  


£ 

1 3)^00,000 

18.400.000 
15,000,000 

700,000 

47.700.000 


Here  there  would  be  the  “ Notes  in  Reserve,”  but  if  Mr.  New* 
ma 'cb’s  method  of  reuniting  these  accounts  into  one  be  adopted, 
the  above  would  stand  as  follows  ; — 


Liahilities. 


Not  ‘9  ill  circulation  

28,000,000 

Cap  tal  

...  14,533,000 

Ecs  

3,467,000 

Pul  VC  deposits  

4,000,000 

0th  T „ 

...  25,300,000 

Sevt  n days’  bills 

400,000 

Issets. 


Government  securities  . 


£ 

28,000,000 

24.615.000 
22,384,900 

700,000 

75.700.000 


There  would  then  be  no  Notes  in  Reserve,”  but  the  bank 
woi  Id  have  the  right  of  issuing  1 5 millions  of  notes  on  Government 
and  other  securities,  or  as  much  of  them  as  might  be  required, 
keeping  the  balance  unissued  of  the  15  millions  altogether  apart 
froi  1 the  accounts,  precisely  as  it  is  in  the  form  I recommend,  and 
wh(  ther  deposits  are  withdrawn,  or  notes  required,  or  bullion  asked 
for,  either  and  all  could  be  done  within  the  limit  of  the  15  millions 
at  a ny  moment. 

My  proposal  only  differs  from  Mr.  Newmarch  in  so  far  as  it 
con  inues  to  separate  the  items  of  notes  issued  and  the  builion 
froi  1 the  banking,  as  follows : — 


Notes  circulating 
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Issue  Department. 
£ 

„ Bullion 

28,000,000  ^ 


£ 

28,000,000 


Government  securities 


28,000,000 


Banking  Department. 
£ I 


Capital 



Eest  

3>467>ooo 

Public  deposits  

4,000,000 

Other  „ 

Seven  davs’  bills 

47,700,000 

Coin 


..  24,61 5,000 

..  22,384,900 


700,000 


47,700,000 


the  issue  right  of  the  1 5 millions  being  held  apart  just  as  in  the 
case  of  the  joined  account,  and  available  in  the  same  way.  When 
the  circulation  is  fully  covered  by  bullion,  as  in  the  above  case, 
there  would  be  no  Government  securities  in  the  issue,  but  as  with- 
drawals of  deposits  or  bullion,  or  increase  in  circulation  take  place, 
so  would  Government  securities  enter  the  issue  department  from 
the  banking,  and  return  when  no  longer  required  there. 

Whilst  thus  alike  in  principle  and  effect,  I hold  that  my  proposal 
has  the  advantage  of  corresponding  exactly  to  the  terms  and  inten- 
tions of  Sir  Robert  Peel’s  Act,  and  would  requii'e  no  alteration 
whatever  in  the  essential  parts  (Clause  2 and  others),  but  Mr.  New- 
march’s  proposal  w'ould  necessitate  the  remodelling  of  all  these 
clauses.  The  separation  of  the  issue  from  the  banking  department, 
deprived  of  its  present  mystic,  illogical  and  injurious  character,  is 
nevertheless  a perfectly  feasible  and  reasonable  thing,  as  I have 
endeavoured  to  illustrate  by  the  diagrams  submitted,  as  applicable  in 
all  cases.  And  when  this  more  truthful  form  as  to  actual  circulation 
and  actual  assets  is  adopted,  the  right  of  issue  of  1 5 millions  being 
held  apart,  subject  to  increase  and  diminution,”  as  Clause  2 of  the 
Act  directs,  it  will  be  distinctly  recognised  that  Sir  Robert  Peel  had 
a wise  intention  in  making  this  separation.  On  page  32  I said, 
“ You  are  also  aware  that  a great  deal  of  discussion  prevails  on  this 
“ separation  of  accounts.  The  one  party  says  that  this  separation 
“ is  complete,  that  the  issue  is  the  ‘public,’  and  the  banking  the 
“‘private’  department,  and  certain  axioms  are  formed  on  the 
“ notion  that  the  one  has  nothing  to  do  with  the  other.  Sir  Robert 
“ Peel  himself  did  not  say  this,  although  he  provided  for  the 
“ separation  of  the  accounts.  Other  people  say  that  the  separation 
“ is  a mere  matter  of  fancy,  and  that  the  two  accounts  might  be 
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“ me  rged  into  one.  I agree  witli  the  latter,  and  as  I have  shown  in 
“ dij  grams,  the  foreign  banks  (excepting  that  of  Russia)  follow 
''  th;s  plan.  Nevertheless,  I say  that  the  separation  of  accounts 
“ be  ween  issue  and  banking  may  Avell  be  maintained,  if  Clause  2 
“ of  the  Act  is  carried  out  as  here  suggested,  f()r  it  would  then 
“abravs  show  the  exact  state  of  the  issue,  namely,  the  notes 
‘‘  ac  ually  in  circulation  against  bullion,  and  the  requisite  amount 
of  securities  for  the  difference  between  circulation  and  bullion. 
Ai  y discussion  then  as  to  this  separation  is  supei'fluous.”  I quote 
this  paragraph  of  my  paper  to  show  how  I was  prepared  to  meet 
Mr.  Xewmarch’s  remarks  on  the  point. 

Jtis  gratifying  to  find  that  Mr.  Newmarch  liimself  recognises 
that  the  practical  evil  in  the  case  of  the  Bank  of  England  lies  in 
the  form  of  account.  There  are  people  who  will  insist  upon 
savi  that  a mere  form  of  account  cannot  have  such  an  effect,  but 

V O 

Mr.  Newmarch  seems  to  be  fully  aware  that  in  this  case  the  form 
of  a:5Count  involves  the  unhappy  principle  of  action  under  which 
our  money  market  experiences  so  many  anomalies.  In  the  paper 
subi  litted  I have  fully  entered  into  all  this,  and  the  rates  of  interest 
invo  Ived  ; and  I trust  that  there  are  among  us  men  of  calm  and  logical 
jud^  ment,  who  will  assist  in  settling  this  most  vexed  question.  I 
leav  3 it  to  them  to  pei'ceive  how  close  the  remedy  lies  at  hand,  in 
acccrd  with  all  the  principles  admitted  and  the  practical  situation. 
The  true  interpretration  of  Clause  2 of  the  Act  is  the  missing  link 
in  ihis  problem.  The  amendment  of  Clause  8 is  a subsidiary 
mat  -er. 

'xentlemen  of  such  high  standing  as  economists  might  give 
moT  3 consideration  to  what  I have  pointed  out  here,  and  in  respect- 
fnll  ' invitino-  Mr.  ITewmarch  to  do  this,  I am  satisfied  that  he  would 

. O 

ulti  nately  speak  more  kindly  of  this  paper.  For,  with  the  excep- 
tiou  of  the  difference  as  to  the  simple  separation  of  Issue  from 
Barking,  my  point  verifies  the  same  principle  and  the  same 
pra<  tice  for  which  Mr.  Newmarch  has  contended. 


